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America’s amazing Underground— 
and how it works for you 


HERE are enough miles of oil and 

natural gas pipe lines in the U.S.A. 
to circle the world at the equator 16 
times! 

How come? Crude oil pipe lines 
amount to 140,000 miles. Add an extra 
20,000 miles of oil products pipe lines. 
And natural gas pipe lines alone mea- 
sure 242,000 miles. This whole under- 
ground network makes a_ whopping 
total of 402,000 miles. 

The mere existence of 402,000 miles 
of pipe lines gives you a notion of their 
importance. They’ve had a lot to do 
with making the benefits of gasoline, 
fuel oil and oil products readily avail- 


able to all of us, wherever we live... 
they’ve brought gas heating to many 
parts of the country. They are vital to 
national defense. And pipe-line serv- 
ice is growing. Last year 14,821 more 
miles were placed in operation. 

New pipe lines take steel pipe. . . 
steel pipe takes steel. That’s one place 
where steel is going for the good of 
America. But steel is needed in plenty 
of other places, too. 

Steel to provide new housing, railroad 
equipment, farm machinery, cars, trucks. 
Steel to build new highways, bridges, 
flood control dams, sewage disposal 
plants and other community improve- 


ments. Steel for national defense. 

United States Steel plants have been 
running at capacity, breaking produc- 
tion records to help fill these and other 
needs. On top of that tremendous pro- 
duction, United States Steel is cur- 
rently adding 900 million dollars worth 
of new facilities and improvements— 
now almost completed. 

Helping to build a better America is 
the number-one job at United States 
Steel. 


This label is your guide to quality Steel. 
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Computing Marital Deduction 


Last year Mr. Warren M. Tweedy and 
I engaged in some discussion in this 
magazine on the computation of marital 
deduction where Section 124 of the New 
York Decedent Estate Law is applicable. 
(June 1948 page 481; August 1948 page 
116; November 1948 pages 372 and 396). 


The question was the computation of 
the marital deduction when part of an 
estate is left outright to a widow and 
the taxes are to be apportioned as pro- 
vided by, Section 124 of the New York 
Decedent Estate Law. I had pointed out 
that allocating the taxes on the basis of 
the distributable shares before taxes re- 
sulted in the portion eligible for marital 
deduction actually bearing a part of the 
federal estate tax. The net result of the 
discussion was that such a case had not 
yet been decided and we would have to 
wait and see how the New York courts 
would apportion the federal estate tax 
under Section 124 when a part of the 


estate is eligible for marital deduction. 


The first case and (so far as I have 
been able to find) the only one on this 
exact point took the position that no 
federal estate tax should be allocated to 
the widow’s share elected against the will 
and eligible for marital deduction. (Mat- 
ter of Harry T. Peters, Surrogate’s Court, 
Suffolk County, see May T&E, p. 326.) 
Unfortunately the opinion is very brief 
on this point, merely stating that since 
the widow’s share is exempt from federal 
estate tax, she should receive one-third 
of the estate before taxes and that no 
federal tax should be allocated to this 
share. Also unfortunately there is no 
specific direction as to how the allocation 
of the New York state tax is to be made 
—another point raised by Mr. Tweedy. 

Eleanor McCormick, 
Certified Public Accountant 
New York 


Scotcu ... A notice card referring to 
the new binders for the magazine was 
returned from a Dayton subscriber with 
the notation, “I certainly would not place 
an order with anyone that would stick 
his cards together with that d--- scotch 
tape.” We'll look around; maybe the 
Irish have got some on the market now. 
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Banks 1n Modern Dress 


NEW LOOK IN FINANCIAL HOMES 


OLD marble and barred cages have been giving way to 

less ponderous and formal architecture and furnishings 
for some years. There are still visible some of those symbols 
of spartan inhospitality—the stiff wooden bench where 
comfortable chairs should be. There are still forbidding 
facades and tomb-like interiors, but more and more bankers 
are finding that the impressiveness of unrelieved granite 
may be negative. Experiments in modernistic architecture 


have even been made in branch offices, and recently there © 


has been a marked trend toward pictorial decoration and 
color effects as well as aids to comfort of employees and 
customers. 

There are, of course, two schools of thought (and another 
school which is without thoughts) on the matter. The first 
ranges from those who recognize that ginger-bread belongs 
to the gas-light days and creates an impression that the 
occupants are rather behind the times, to those who go 
for glamour in a gentlemanly way. The second or atavistic 
school will have none of it, believing that what was good 
enough for grandfather is good enough for people used to 
the comfort of air-conditioning, the convenience of super- 
markets, the attractiveness of a World’s Fair and the hos- 
pitableness of a club car. 


Stockholders may take a dim view of using bank surplus 
to create a modern art museum or provide mahogany desks 
for the mailing department, but few would use a rococco 
lobby if they were starting a new bank. Just as storekeepers 
found they were losing trade to the modernized-front com- 
petitor with his well-planned display, so are banks and trust 
departments realizing the importance of attractive quarters, 
of an open and friendly atmosphere, of good working con- 
ditions. 


Financial houses are being given a face-lifting not simply 
for show, but for the tangible values they bring. Some old 
bank buildings have a charm of architectural line and mate- 
rial that makes them a credit to the community, a place 
that people are proud to point out. And some modernistic 
edifices are as out of place in their surroundings as an ele- 
phant at a garden party. But the bank that contributes to 
the attractiveness of its town gains invaluable public good- 
will. 


More often than not, banks are considered, by real estate 
people and by prospective tenants, as “dead-spots,” not only 
because they look the part but also because they are closed 
down tight for all but a relatively few hours of the week. 
| Evening banking service, bank tours and use of bank rooms 
for civic affairs—such as the meetings of service clubs held 
| in the Community Room and cafeteria of the Franklin 
| Square National Bank on Long Island—are changing this 
| Picture, but these after-hour uses are far from general. 


Inside, the emphasis is shifting from the cold, impersonal 
and ponderous. Thoughtful management appreciates that 
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customers like to be at ease and are entitled to convenience. 
Redesign can do much to improve the hospitable atmosphere 
and expedite service as well as add to the employees’ com- 
fort. Good lighting, air conditioning and proper equipment 
set-up not only make for better employee relations but im- 
proves the productivity and accuracy. The cafeteria or 
lounge has proven a valuable addition in many city banks, 
and some have provided sun-decks or a game room. Cheer- 
ful wall colors relieve eye-strain and affect the disposition, 
while sound conditioning should be a “must” in certain de- 
partments. 

Employee and customer comfort is coming to be appre- 
ciated as a good investment, not as a luxury. The drive-in 
facilities which were once considered a novelty are now 
regarded as a necessity. In certain parts of the bank, especi- 
ally the loan and trust departments, privacy has been too 
long neglected. People do not like to voice confidential mat- 
ters in front of a battery of officers or even into the adjoin- 
ing ear of a secretary. Conference rooms are sometimes the 
answer; often it will be advisable to provide private offices 
which have the additional value of adding prestige to the 
officers. 

Decorative or exhibit features have become increasingly 
popular. Banks have gained good-will of local enterprise 





The original Malcolm Parnell mural “A Future Begins,” which 
identifies the role of women in helping to build America and the 
security of the family, in the new trust quarters of the 62-year-old 
Fidelity Trust Company of Pittsburgh. Standing by the colorful 
and historic mural are Alexander Reed, president, the historian- 
artist, and George Burgwin, Jr., vice president, who explained 
that the trust department was designed with an eye to women’s 
good taste since “women are the beneficiaries of the greater 
portion of the $275 million of trust funds now being administered 
by our company.” Over three thousand people visited the opening 
of the new offices on June 23rd and 24th. 
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by window or lobby product displays. Visuals have dem- 
onstrated their effectiveness in illustrating the uses of bank 
and trust services. Photographic and even historic relic dis- 
plays of community history and development have a wide 
popular appeal, and can serve to identify the institution 
with these developments and activities. 


Because of their value in making a bank an attractive 
place to work and to do business, TRusTs AND EstaTEs will 
present, in the following issues, examples illustrating these 
features in banks and trust departments around the country. 


A A A 


Fiduciary Interest in 
Investment Company Shares 


HE marked trend to the use of institutional facilities 

for selection and management of personal investments 
and savings is particularly noted in the trebling of trust 
assets in the past two decades, and more recently in the 
growth of the investment companies to over two billion 
dollar asset total. While the stock and bond markets have 
languished with small volume and declining public interest, 
$79 million of open-end investment shares were purchased 
in the first quarter of 1949. The number of investment fund 
shareholders is now over one million. 

Fiduciaries have a mutual interest with investment com- 
panies in furthering the public appreciation of the hazards 
of inexperienced efforts to conserve or appreciate their in- 
vestments, since few individuals have facilities or back- 
ground at all comparable to these well-established institu- 
tions. Non-financial institutions likewise have turned, in 
increasing number, to expert management for their endow- 
ment funds, one of the largest — Harvard University’s $200 
million — having recently been placed under investment 
company management. 

Trustees will find more and more estates or private port- 
folios coming into their care with investment shares. As 
court decisions and extension of the “prudent man rule” 
further open the way to their purchase for trust funds, these 
shares will also be of wider interest for consideration and 
analysis. Many smaller trust departments, without adequate 
facilities for investment beyond the legal list or bonds may 
find that investment company shares will offer them man- 
agerial facilities needed for better diversification of trust 
accounts. These shares may also be an answer, as life insur- 
ance has frequently proved to be, to the needs of many per- 
sons who seek advice of trustmen and bankers in develop- 
ing their estate plans, especially where a personal trust or 
management account is not appropriate. 

It is for these reasons that the editors of TRUsTs AND 
EsTATES introduce, in this issue (page 431), the new 
“Index of Mutual Investment Companies” developed by 
Henry A. Long. As in analysis of any companies or securities, 
the principal and income records as of various periods can 
provide but part of the needed information on which to 
judge values. Objectives of the investment companies vary, 
as do those of the individual trust accounts. But just as 
statistics of corporations are reviewed, by fiduciaries and 
investment companies alike, as a basis for further study, 
so are these index data designed to provide a more helpful 
guide to trustees as they extend their interest in this field 
of diversified portfolio shares. Data on additional com- 
panies may be included as they become of general interest 
to trustees, 
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Common Trust Issue Resolved 


HE question of due process in giving notice of ac- 

countings to beneficiaries of common trust funds, 
raised by a 1947 Surrogate’s Court decision, has now been 
settled by the favorable ruling of the New York Court of 
Appeals, that State’s highest tribunal. 

The Monroe County Surrogate’s holding would have 
imposed a heavy burden of expense on trusts by requiring 
personal service and special guardians for all beneficiaries 
non sui juris. In declaring unconstitutional New York’s 
statute providing for service by publication and appoint- 
ment of one special guardian for income beneficiaries and 
one for principal, this case had been a major deterrent to 
establishment of new funds, in view of the basic issue 
raised. 

Now, in another accounting proceeding brought by Cen- 
tral Hanover Bank and Trust Co., the Court of Appeals has 
not only upheld the constitutionality of the law but has also 
sustained the Surrogate’s jurisdiction over common funds 
in which living trusts are participants. (See legal section 
of this issue for digest of decision. ) 

Except for a possible appeal to the United States Supreme 
Court on the due process question, the major legal prob- 
lems of common trust funds have now been resolved and 
the way is open to their efficient and extensive operation. 
Maintenance of such funds by 64 banks in 22 States has 
demonstrated their investment and operating advantages, 
both to beneficiaries and trustee. 

Since the present decision was handed down on June 2, 
a poll indicates that a number of New York trust institu- 
tions, which had deferred action pending a final decision, 
are soon to inaugurate common funds of the discretionary 
type. Of ten of the larger City banks not already operating 
funds, four expect to start by the fall while only two do 
not anticipate the need for their establishment. It was also 
pointed out that the latest quarterly accounting date in the 
year has a tax accounting advantage as the date for start- 
ing a fund. 

Several upstate banks also anticipate the creation of funds 
in the near future, and this decision may well give impetus 
to establishment of common trust funds elsewhere. 

A AA 


Spending Record 


HE $40 billion spent by the Federal government in 

the year ended July Ist set an all-time high for peace- 
time expenditures and resulted in a deficit of nearly two 
billion dollars. This in spite of the fact that Federal tax 
revenue has increased 600 per cent since 1940. One of the 
reasons is the great increase in the civilian Federal payroll, 
300 per cent in twenty years. 

Although more than $38 billion was taken from tax- 
payers during the last fiscal year, the government is still 
in debt to its bond- and note-holders for over a quarter of 
a trillion dollars, and expenditures are estimated as in- 
creasing nearly two billion, to $41.9 billion, for fiscal 1950. 

Averages fail to give any fair idea of the cost of sup- 
porting Federal government and its two million employees. 
Those with incomes of $10,000 and over, constituting less 
than two. per cent of the tax-filers, paid 37 per cent of 
the individual income taxes of over 17 billions in 1945, and 
at the top brackets, paid 65% of their income to Federal 
taxes alone. 
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NEWS PARAGRAPHS... 


Selective Stock Market 


Stock market movements indicate a 
reluctant demand with offerings so light 
as to suggest that many holders are 
concerned less with price fluctuations 
than with dividend yields, according to 
Thomas Balmer in The Exchange. Price 
declines have occurred without any ap- 
parent change in the attitude of invest- 
ors who hold selected common stocks 
for income. 


Unique as compared with the past is 
a recession of 3.17 in the Dow-Jones in- 
dustrial average on a day’s turnover 
of but 1,236,000, as happened May 31. 
Amount of stock moved during recent 
periods of selling, have been slight in 
relation either to the more than two 
billion shares listed on the N. Y. Ex- 
change or to past liquidating markets. 
Turnover of shares in the first five 
months of 1949 were at an annual rate 
of only a little more than 10% of the 
total listed. In 1925, when business activ- 
ity was fairly normal, some 99% of 
listed shares changed hands, and in the 
late twenties the turnover ratio was 
even higher. 


Formerly, the bulk of stock prices 
moved up or down more or less together. 
But some stocks in the current picture 
may have touched bottom as early as 
late Fall of 1946, while others have only 
recently reached new lows since before 


the 1942-1946 rise. 


A factor making for today’s selective 
market is the increasing number of in- 
dustries and share issues represented on 
the exchange. At the time of the 1937 
ebb some 1,200 stock issues were listed 
on the exchange, while currently nearly 
1,450 issues are traded. Tax disadvant- 
ages are also credited with contributing 
to inaction and adding to the selectiv- 
ity of the market. 


A sampling of statistics indicate the 
inadvisability of seeking a general buy- 
ing point. For several years stocks have 
been creating their own individual price 
patterns, with the seasoned investor in- 
clined to lay more stress upon dividend 
yield and business prospects. Stock 
market averages show that the price 
front has recently retreated to its low- 
est valley in some four years. Though 
averages only record broad price tend- 
encies, they often emphasize opportuni- 
ties to re-examine investment plans. 
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Record G. S. B. Session 


Three short of one thousand bank 
officers from 44 States, the District of 
Columbia and Cuba attended the 15th 
annual summer session of The Graduate 
School of Banking, sponsored by the 





American Bankers Association, from 
June 20 through July 2. This enrollment 
is the largest in the School’s history. 
Among the 342 members of the gradu- 
ating class, 35 majored in trusts. Of 307 
second-year and 342 first-year students, 
48 and 36 are trust majors. 


Highlights of the two-week resident 
session were an economics seminar by 
Dr. W. Randolph Burgess, chairman of 
the executive committee, The National 
City Bank of New York, member of the 
President’s Board of Economic Advis- 
ors, and a past president of the A.B.A.; 
and another seminar by Dr. T. V. Smith, 
professor of politics and philosophy, 
Syracuse University, who spoke on 
“Where Human Nature Comes In.” 


Other evening sessions consisted of 
sub-major courses on orientation, for 
the new class; employee, customer, and 
public relations for the second-year 
men; and government and banking re- 
lations for the graduating class. 


If present trends and power are con- 
tinued for another twenty years, even 
England may be as dark to us as Russia 
is today, Dr. Harold Stonier, executive 
manager of the American Bankers As- 
sociation and Director of the School, 
said in his charge to graduates. “All 
these so-called revolutions of our day,” 
Dr. Stonier continued, “are based on 
the premise that happiness and human 
welfare can be achieved only by cutting 
men down to the economic level of the 
lowest. No present-day conviction rests 
on a more fallacious base. 





“Our recipe for success had been 
outlined in the Magna Carta in Eng- 
land in 1215 and re-affirmed in our 
own Federal Constitution five centur- 
ies later. These documents related the 
rights of the individual to life and lib- 
erty to his right to own and control 
private property. In other words prop- 
erty rights were the necessary supple- 
ment to the maintenance of human 
rights. 





“Jesus said, “The poor you have with 
you always.’ While this phrase was 
uttered in a religious environment, it 
is also a profound economic statement 
because along with private property 
rights goes its corollary—the equality 
of economic opportunity. Both Christian 
doctrine and prudent economic policy 
have caused the English speaking peoples 
to help their poor as no others have 
ever done. The poor, however, are not 
to be confused with the thriftless, the 
lazy, the vicious and the criminal. These 
groups are, as they have always been, a 
menace to the educated, the thrifty, the 
hard-working and to the poor.” 


A A A 


Bar Trust Section to Meet 










The annual meeting of the Section of 
Real Property, Probate and Trust Law, 
American Bar Association, will be held 
in St. Louis on September 5 and 6. Un- 
der the chairmanship of Walter L. 
Nossaman of Los Angeles, the section 
will present a highly interesting pro- 
gram, featuring a panel discussion on 
drafting a will under the 1948 Revenue 
Act and Regulations. 

Topics of other scheduled addresses 
include: Federal Liens; Cooperative 
Ownership of Residential Apartments; 
Rent Control; Apportionment of Fed- 
eral Estate Taxes; Charitable Trusts 
and Corporations in Business. Harry M. 
Bardt, president of the Trust Division, 
American Bankers Association, will 
speak at the dinner on the 6th on the 
function of the lawyer and the trustman 
in the conservation of wealth. 



















In addition, there will be the usually f 





informative committee reports on taxa- 
tion, legislation, decisions, literature, 
prudent man rule, pension 






bate reform, copies of which are gen 


erally made available to those who at- 


tend the sessions. 
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Trust Power Breakdown 
The Federal Reserve Board’s list of 


national banks authorized to exercise 
fiduciary powers as of December 31, 
1948, reveals that 399 of the total of 
1787 do not possess the full complement 
of nine powers available to such insti- 
tutions. The analysis made by T&E 
shows that 180 banks held eight pow- 
ers, 42 had seven, 20 had six, 29 five, 
59 four, 34 three, 17 two and 18 one. 

The number of banks entitled to ex- 
ercise each of the trust powers enumer- 
ated is indicated by the following tabu- 
lation: 


1. Trustee—1767 


2. Executor—1753 

3. Administrator—1736 

4. Registrar of stocks & bonds—1663 
5. Guardian of estates—1668 

6. Assignee—1605 

7. Receiver—1623 

8. Committee of lunatic estates—1548 
9. Any other fiduciary capacity in 


which state institutions competing 
with national banks are permitted 
to act under laws of State in 


which bank is located—1521. 


A AA 


Canadian Dividends 


Dividend payments by Canada corpo- 
rations for April reached the best level 
for any corresponding month in years, 
with the total of $26,051,255 as reported 
to J. R. Timmins & Co., comparing with 
$23,842,338 for April 1948. Cumulative 
total of $142,420,931 for the first four 
months of this year is an increase from 
$127,924,006 for the comparative period 
last year. Utilities as a group where 
leaders in the month’s overall improve- 
ment. Disbursements by miscellaneous 
industrials and mining companies also, 
in the aggregate, showed higher divi- 
dends. 


A A A 


Canadian Trust Funds 


Estates, trusts and agency funds ad- 
ministered by Canadian trust companies 
rose to $3,216,862,714 at the end of 
1947, according to figures only recent- 
ly released by the Dominion Department 


approximately $66 million over the pre- 
| Vious year, attributable to the $88 mil- 


y 
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| lion increase recorded by the fifteen 


Dominion companies to $480,931,822, 
which overcame the decline in nine Pro- 


| vincial companies reporting to Ottawa. 





Insurance Lapse Rate Holds 


Contrary to expectations, final figures 
for 1948 on ordinary life insurance op- 
erations show that the rate of policy 
lapses for the aggregate policies of all 
the more than 500 companies remained 


25 YEAR TREND OF 
LIFE INSURANCE LAPSES 


Index of ordinary life insurance 
lapse and surrender ratio 


1935-1939=100 


Business Activity 
Adjusted for Trend 


Sources: Barron’s Index of Business 
Activity and Institute of Life Insurance 
1930 1949 


1923 1948 





INSTITUTE OF LIFE INSURANCE 


at the 1947 level, according to the In- 
stitute of Life Insurance. An increased 
lapse rate had been expected in view 
of the rise of cash surrender values paid 
out. 


The ratio of policies lapsed or sur- 
rendered for cash to the mean number 
in force was 3.4%, the same as for 
1947 and 1942 and lower than for any 
year prior to 1942. For the years 1943-6, 
all-time record lows were recorded, in 
two years as low as 2.2%, the Institute 
commented. 


A A A 


Panel on Regulations 


A unique experiment in Los Angeles 
trust affairs culminated successfully 
when 18 tax attorneys engaged in a 
two-hour Panel Discussion of the law 
and the regulations of the Revenue Act 
of 1948 at a meeting in Philharmonic 
Auditorium sponsored by Title Insur- 
ance and Trust Company on the after- 
noon of June 28. 

The audience, which nearly filled the 
orchestra of the auditorium, the largest 
in downtown Los Angeles, was com- 
posed of attorneys, accountants, char- 
tered life underwriters and a selected 
list of life underwriters concerned with 
the integration of life insurance with 
the general estate. 





The Estate Planning Division of Title 
Insurance and Trust Company, which 
arranged the panel meeting, sent out 
about 5,000 invitations, each invitation 
accompanied by a blank for returning 
a question for discussion. From the 
many returns the panel selected 36 so 
chosen as to cover the subject of dis- 
cussion adequately. 


Walter L. Nossaman, immediate past 
president of the Los Angeles Bar Asso- 
ciation, and California legal editor of 
TRUSTS AND EsTATES, served as Chair- 
man, and the other members of the 
panel, all Los Angeles practicing mem- 
bers of the California State Bar were: 
Arthur A. Armstrong, Alva C. Baird, 
Leon B. Brown, Elmo H. Conley, J. 
Rex Dibble, John W. Ervin, Knox Far- 
rand, Richard H. Forster, Arthur Gro- 
man, Sidney D. Krystal, William L. 
Kumler, A. Calder Mackay, Arthur 
Manella, Reuel L. Olson, Carl A. Stuts- 
man, Jr., Maynard J. Toll and Arthur 
B. Willis. 

A A A 


Can Invest in Stocks 


For the first time District of Columbia 
fiduciaries accountable to the District 
Court will be permitted to invest in pre- 
ferred and common stocks, according to 
a recent announcement by Chief Judge 
Bolitha J. Laws. The recommendation 
for this liberalization of Local Civil Rule 
23 governing trust investments was made 
by Register of Wills Theodore Cogswell, 
who with the assistance of Standard & 
Poor’s will compile the list of equities to 
be added to the legal bond investments. 


Only stocks listed on the New York 
(Stock and Curb), Washington or Phila- 
delphia-Baltimore Stock Exchanges will 
be eligible, and no more than 40% of 
the total value of a trust fund may be in- 
vested therein, with a maximum of 10% 
in any one corporation.. 


A AA 


Farmers Hit Double Tax 


New support for the fight against 
double taxation of dividends and equity 
capital that has been carried on in finan- 
cial quarters, recently developed from a 
new source. Several agricultural organ- 
izations have passed resolutions advoca- 
ting a change in internal revenue rules 
which, with variations, would permit 
companies to deduct their distributed 
income from net taxable revenues. Or- 
ganizations that have come forward in 
this move are the American Farm Bu- 
reau Federation, the National Grange, 
the National Council of Farmer Co-op- 
eratives. 
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Financial Leadership 


INVESTMENT AND PROTECTION OF SAVINGS 


OW much emphasis should com- 
mercial bank management put on 
trust matters in the years to come? 
Should not the personal trust depart- 
ment be allowed to fade into the back- 
ground—a necessary evil, fraught with 
great dangers, involving surcharges, pos- 
sible loss of good will, and perhaps con- 
stantly recurring operating losses? Such 
a point of view has at times seemed to 
prevail in many of our banks, to the 
detriment of all of us. 


Historically the two primary func- 
tions of banking—the lending and the 
investing of money—have had almost 
parallel importance, and I believe that 
emphasis should now be more equally 
divided between them. Both require the 
same technical training in credit, the 
same knowledge of industry, commodi- 
ties, financial trends and economics. 
Both give the same fascinating oppor- 
tunities to learn about and appraise a 
great variety of businesses and manage- 
ments, and to get that intangible feel of 
strength or weakness involved in making 
a loan or buying an investment. 


To say that never again will it be 
possible for anyone to accumulate prop- 
erty or to save sufficient funds to leave 
an estate of more than nominal pro- 
portions is to say that our free enter- 
prise system is dead, or nearly so. Sav- 
ings cannot be put to useful purpose 
without proper administration and in- 
vestment management. Sound, courage- 
ous policies in our banking system can 
well turn out to be one of the major 
elements in keeping our country away 
from some form of “state-ism.” 


The Quick and the Dead 


Service only as executor and trustee 
can be a very narrowing influence on 
investment policy. Adding the manage- 
ment of living funds—whether individ- 
ual, charitable, or corporate—broadens 
the thinking of investment and trust de- 
partments and necessitates familiarity 
with and knowledge of a much wider 
range of security markets. Furthermore, 
a smaller institution, by giving complete 


From address to New York State Bankers Asso- 
ciation, June 17. 
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BENJAMIN STRONG 


President, United States Trust Company, New York City 





investment service, has much greater 
opportunities for profitable operation 
than if it confined itself strictly to fidu- 
ciary appointments. 


Too often a bank or trust company 
has seemed a formidable and impersonal 
place for a bereaved family to seek fi- 
nancial advice and help, especially with- 
out previous contact with the institu- 
tion’s officers and staff. How much bet- 
ter to have a financial and investment 
relationship with the family over a pe- 
riod of years, leading to mutual confi- 
dence and understanding. There is no 
better method of increasing the number 
of executorship appointments lodged 
with banking institutions than by pro- 
viding investment advisory or manage- 
ment facilities for individuals during 
their lifetime. 


Management Is Hand Tailored 


Committee management, in all depart- 
ments, is the curse of the banking busi- 
ness, and must give way to that type of 
individual judgment and responsibility 
that has in the past justified banking’s 
place as one of the most respected pro- 
fessions. The management of invest- 
ments, whether as executor, trustee, 
agent, or advisor, should be a hand- 
tailored and not a mass-production op- 
eration. Too many banks have tried to 
avoid liability, loss, and other troubles 
by reducing their personal trust business 
to formulas, approved lists and per- 
centages, administered by a series of 
committees. There is no doubt as to the 
need for banking services of an invest- 
ment character in all kinds of communi- 
ties, and I believe the responsibility 
rests on the local institutions to do the 
job. 

Banks all operate with the same legal 
powers, can offer the same facilities, and 
are susceptible to the same errors of 
judgment. Our differences are only in 
size and in people, or in degree and 
quality. Do your utmost to staff your 
trust departments with the best you have 
and can find; and above all, give them 
opportunities within and beyond their 
immediate departments. Consider them 
bankers, not specialists, and take meas- 















ures to see that they are not kept in a 
side alley, but are brought into the main 
stream of the business—where they be- 
long. Let them assume responsibility for 
their departments, without needless har- 
rassment and frustrating fear of error. 
Remember that to be always right in 
investing money can only come from 
the same stultifying kind of policy that 
would produce a loan portfolio with- 
out risk; and I need hardly tell you 
how short would be the career of any 
bank that operated on that basis. 


In handling investment funds, as in 
handling loans, no formula can possibly 
meet the needs of more than one trust, 
estate, or advisory account. A rather 
wide-spread attempt to do so has led to 
an excess of caution, and loss of much 
valuable business to individual appoint- 
ments. It is particularly important that, 
with our whole way of life threatened, 
the administration of investment funds 
be dynamic and courageous. After all, 
no small part of the working capital of 
industry and commerce is entrusted to 
our care. 


For Public Good 


I hope we will continue, as bankers, 
to warrant the respect and confidence of 
our communities. Too frequently in 
past years we have failed to exercise 
leadership and have hesitated to say 
what we think and to fight for what we 
believe. Regardless of the cause for this 
attitude, we must now take every op- 
portunity to point out what is at stake 
in present-day financial trends, speaking 
always from the point of view of public 
good rather than private gain. 


I urge you particularly to speak with 
authority and conviction on the ruinous 
effects on our free enterprise system of 
excessive governmental costs and result- 
ant high taxes and government borrow- 
ings. These are complicated financial 
questions and the general public has 
little real understanding of them. We 
must explain how important it is to 
maintain the free flow of capital and how 
this flow is being stifled by policies that 
discourage investment in risk and 
growth enterprises. 
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BUSINESS INTERESTS 
Sn E shits Pp lanning 


GEORGE B. GORDON 





Director of Advanced Training, The Mutual Benefit Life Insurance Company, Newark, N. J. 


ERHAPS the major problem in 

estate planning is the integration of 
the value of a client’s business interests 
with his other property. The problem is 
aggravated because the business interest 
is, in so many cases, the major item in 
the estate. 


Before the value of a property can 
be integrated into an estate plan, it 
must be given substance. That is the 
basic problem when dealing with the 
estates of salaried personnel and inde- 
pendent practitioners. Sometimes per- 
sonal life insurance is the only way they 
can give substance to future earnings; 
sometimes they can take advantage of 
some method of deferring income and 
creating future benefits. Thus employees 
—and particularly executive employees 
—may initiate or procure deferred com- 
pensation contracts, participations in 
qualified employee benefit plans, ad- 
vantageous stock purchase arrangements, 
and such. 


Four Basic Needs 


But it is to the owners of business 
that the problem is of the utmost im- 
portance. They face four basic needs 
inherent in the very ownership of a busi- 
ness, each of which offers a substantial 
hazard to the estate: 


a. The need for liquidity. Usually the 
major portion of the estate is to 
be found in one investment—the 
business interest. Earnings are 
high, but definitely include an ele- 
ment of wages so that the problem 
of reinvesting the capital value 
of the enterprise so as to produce 
a comparable return for the bene- 
ficiaries of the estate is difficult at 
best. Great cash needs must be 
anticipated on the death of the 
owner, so that the enterprise will 
not be valued so high as to wipe 
out both itself and the owner’s 
other assets through the payment 
of transfer duties and the losses 
incurred in forced liquidation. 


b. Indemnity against the loss of the 
wage element. This is inevitable in 
a liquidation, but liquidation re- 
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sults in more than the loss of the 
wage element. Often partial capi- 
tal loss is involved, and most often 
loss of at least part of the taxable 
value of the enterprise. Thus in- 
demnity should be measured by 
the difference between the value of 
the business interest and its salvage 
value and must be provided by a 
fund entirely independent of the 
business itself. 


c. Indemnity against loss of a co-own- 


ers skills. Such a hedge counts 
heavily in integrated estate plan- 
ning. Co-owners of a business or- 
dinarily contribute specialized 
skills as well as capital. Each may 
be a factor in the creation of pro- 
fits and each should be insured by 
the others against either perma- 
nent loss of a portion of the going 
value of the enterprise or, at least, 
losses occasioned by an interrup- 
tion in the earnings rate of the 
enterprise. 


. Investment balance. Absent a need 


to sell or convert a business inter- 
est into cash, good sense may still 
dictate reduction of the proportion 
of equity investment in the estate, 
may call for an increase in fixed- 
dollar assets to provide a counter- 
balance for periods of deflation. 
Then we must think in terms of a 
partial sale of the enterprise or 
of its reorganization in such man- 
ner as to leave the estate with some 
interest in the continuing business 
and with the desired proportion of 
capital for reinvestment elsewhere 
on a more secure basis. Arrange- 
ments aimed at leaving an estate 
with a limited partnership interest 
or a preferred stock interest so 
figured as to represent approxi- 
mately the excess of going-concern 
value over salvage value are fre- 
quently satisfactory. They have 
the virtue, among others, of aver- 
aging up the yield of the estate’s 
investments by means of its con- 
tinued participation in a going 
business. Reorganization or partial 
sale may be handled on a testa- 


mentary or inter vivos basis, but 
it is probably most effective when 
arranged by inter vivos executory 
contract and carried out after 


death. 


For the Living, Too 


Planning the integration of business 
interests with other assets in an estate 
applies to living owners as well as to 
the deceased. For the living, such plan- 
ning can assure continuation of the en- 
terprise, provide incentive devices for 
the development of successor manage- 
ment or ownership, divorce the business 
mortality of the survivors from the 
physical mortality of the deceased as- 
sociate. It is not difficult to obtain agree- 
ment that statements such as this apply 
to partnerships; but often people feel 
that the corporation is different. Are not 
corporations immortal? Perhaps—but 
the corporation is merely the shell and 
the business housed within is frequently 
every bit as mortal as the owners who 
operate it. 


The surviving owners of business 
have an added stake in planning. Close 
corporation stockholders may realize 
tax-free the capital gains represented by 
the excess of the net worth of their 
business enterprises over the capital ac- 
tually invested—if they plan it that way. 
A common example: $100,000 invested 
in a small corporation grows to $500,000 
still in the corporation. A fifty per cent 
stockholder dies and receives $250,000 
as the purchase price of his stock. The 
$200,000 capital gain is received by his 
estate free of income tax, because the 
stock acquired a new basis—value at 
the date of death. If the survivor has 
adequately insured his co-stockholder, 
he will receive $200,000 (an amount 
equal to his share of the capital gain) 
free of tax in the form of proceeds of 
life insurance. 

Proper planning can assure surviving 
owners of control of the business enter- 
prise; yet it may maintain an open door 
for the heirs of the deceased when they 
have reached an age at which they may 
properly participate and when they have 
(Continued on page 449) 
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Marital Deduction 






Insurance Opportunities 


HE estate tax saving through a 
marital deduction is at the risk of 
the predecease of the spouse, and consid- 
eration should be given to the advisa- 
bility of insuring against that risk. 

If the wife is insurable, insurance on 
her life should, depending upon the cir- 
cumstances, be owned by the husband 
or the children, but not by the wife. 
If owned by her, the proceeds, when ad- 
ded to her other property and to the 
marital portion under her husband’s 
will if she survives him, might result 
in or increase estate tax on her estate. 
If such insurance is owned by the hus- 
band, it should go into the non-marital 
portion of his estate, otherwise it would 
become a part of the wife’s taxable 
estate. 

Insurance on the wife could be taken 
out and owned by the children or, where 
they are young, could be taken out by 
the husband with the children irrevoc- 
ably designated as the beneficiaries. 
With the doubling of gift tax exemptions 
and exclusions afforded by the split 
gift tax provisions in the Revenue Act 
of 1948, the financing of such insurance 
by the husband, by gifts to the children, 
has been greatly facilitated. 


Where sizable estates are involved, 
the aggregate of taxes on both estates 
may be substantially greater than if 
the marital deduction were not availed 
of. Likewise, marked appreciation in the 
value of the marital portion will aggra- 
vate the estate tax on the wife’s estate, 
and this may be a great risk where the 
marital portion consists of an interest 
in a closely held family enterprise with 
great potentialities. The proceeds of the 
insurance on the life of the wife could 
be made available to meet the estate 
settlement costs of the wife’s estate. 

The estate tax on the wife’s estate 
may be reduced by her consumption of 
the principal of the marital portion and 
such consumption may be offset by the 
proceeds of the insurance on her life. 
There are various ways in which such 
consumption of the marital portion may 


Summary of address before Philadelphia Life In- 
surance and Trust Council, May 26. 
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be planned. Thus, where life insurance 
on settlement option constitutes a part 
of the marital portion, the option used 
can be one that consumes principal. In- 
stead of the traditional pattern of giving 
the wife the income from the entire 
estate—that is to say, from the marital 
and non-marital trusts,——the wife can 
be given the income and an equivalent 
amount of principal annually from the 
marital trust. The income from the non- 
marital trust can be accumulated, to off- 
set the dissipation of principal of the 
marital trust. However, in States where 
such accumulation of income is not per- 
mitted, or where the income of the non- 
marital trust is to go to the children, or 
where life insurance proceeds are being 
consumed, there will ordinarily be no 
such accumulation of income to offset 
the consumption of principal. The insur- 
ance on the wife would serve to replace 
such consumption of principal and pre- 
serve the over-all estate for the children. 
Where the wife is uninsurable, an- 
other method of funding the estate settle- 
ment charges on her estate, or the con- 
sumption of her marital portion of her 
husband’s estate or of the proceeds of 
the insurance on his life, is to provide 
insurance on the life of the husband in 
excess of the requirements of his own 
estate. The proceeds of such insurance 
could be collected and maintained by a 
living trust created by the wife or chil- 
dren, and made available to support the 
estates of the husband and/or wife. 
However, this method is feasible only 
where the wife or children have their 
own funds with which to pay the pre- 
miums, else the insurance will be a 
part of the husband’s taxable estate. 


There is probably no more prevalent 
type of case than that in which the bulk 
of the husband’s estate consists of a 
business interest in which he has in- 
vested most of his accumulated earnings. 
Apart from the small insurance pay- 
ments, the wife will be dependent upon 
the uncertain income from the business. 
He expects his son to operate the busi- 
ness, primarily for the benefit of his 
wife. The son should own the business 














and operate it at his own risk, which he 
is better able to assume than his mother. 
But the husband has had no other 
means of providing for his wife. Now, 
however, the new tax provisions may 
have given him an extraordinary op- 
portunity to remedy this situation. 

In a typical case, the husband is 48, 
the wife 47, and the son is in the busi- 
ness, which pays the husband $18,000 
a year. The husband’s assets are as 
follows: 

Joint bank account ________. $ 5,000 

Home (devised to wife) _ 20,000 





EES 90,000 
Life insurance ___._. 55,000 
$170,000 


Under the present program, about 
$25,000 of the insurance would be 
needed to meet estate settlement costs. 
The remaining $30,000 on the income 
option would produce $120 per month 
for the wife. The residuary estate (prin- 
cipally the business) is left in trust with 
income to the wife for life. Thus, the 
balance of the wife’s living requirements 
would be dependent upon uncertain in- 
come from the business. Nor could the 
husband have afforded additional in- 
surance to provide the minimum living 
income for her and release the business 
to the son. 


Now, however, by virtue of the mari- 
tal deduction and income tax splitting 
privileges, the husband can purchase 
$15,000 additional insurance (qualify- 
ing it along with the existing $55,000, 
the cash and the home) and a further 
$15,000 to cover the (reduced) estate 
settlement costs, and be in a better net 
position. The annual premium on 
$30,000 new insurance would be $1,250, 
whereas the reduction in income tax 
through splitting is $1,281. Estate settle- 
ment costs are reduced by about $10,000 
even though the estate is augmented by 
the $30,000 new insurance. As a re- 
sult, the wife will have an assured in- 
come of at least $280 per month and 
will not be dependent upon the business, 
which will go to the son who will op- 
erate it in his own interest. 
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New section of the Canal Road steam plant of the Cleveland Electric Illuminating Co. 


Utility Security Service 


EXAMPLE OF CENTRALIZED RESEARCH METHODS 


OST utility securities, including 

first mortgage bonds, were severe- 
ly depressed during the 30’s. There were 
very wide differences in practices be- 
tween individual companies, particularly 
with respect to depreciation appropria- 
tions and plant accounting. Many com- 
panies had expanded rapidly in the late 
1920’s and early 1930’s largely through 
the issuance of senior securities, with re- 
sultant doubt as to the ability of many 
adequately to service interest and pre- 
ferred dividend requirements. Institu- 
tional investors realized the need for 
more intensive research and uniform 
basis for comparative analysis. 


In 1948, clients using our analysis 
service received basic reports or memo- 
randa covering 141 new security issues, 
24 studies of holding company situa- 
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ALFRED L. BURKE 
Partner, Duff and Phelps, Chicago 


tions as well as 40 bulletins on current 
developments in the utility field and 
10 on the general outlook for the utility 
industry, court decisions affecting utili- 
ties, trends in regulation, and other 
matters of interest affecting utilities. In 
addition, clients were supplied with 
Common Stock, Preferred Stock, and 
Bond Lists at periodic intervals. 


Over a period of years nearly every 
privately-owned electric and gas utility 
plant of any size in the United States 
has been inspected by members of the 
firm, and first hand knowledge of local 
conditions has been obtained and 
analyzed. Studies are confined largely 
to situations where there is a material 
public interest in the outstanding se- 
curities of the utility company, of its 
parent holding company. 





The firm is not a co-operative re- 
search organization such as Securities 
Research Bureau of Philadelphia (dis- 
cussed in the January issue of TRUSTS 
AND EsTATEsS), but the service has been 
predicated on the belief that the cost 
to a single institution of the compre- 
hensive studies and information would 
be far greater than that at which the 
service is maintained for a number of 
subscribers. In 1948, for. example, the 
firm expended about $210,000 for per- 


sonnel, office expenses, traveling, etc. 


For Trust Companies the fees are not 
geared to the amount of trust invest- 
ments in the utility field, but vary with 
the size of the institution and the use 
of the service. For trust company clients, 
generally, the annual fees range from 


$1,000 to approximately $2,000which 
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is less than the cost of even a relatively 
inexperienced junior analyst. 


The basic reports are usually accom- 
panied by a brief bulletin which sum- 
marizes the findings in the basic study 
and gives definite conclusions as to the 
quality of the various securities and 
comments on price ideas related to the 
then existing market for other securities 
of comparable investment grade. Sup- 
plementary bulletins and memoranda 
are prepared usually either at the time 
of additional financing by the company 
or following visits to its headquarters. 
A wide acquaintance among utility ex- 
ecutives makes it possible to obtain in- 
formation on sudden developments via 
telephone or otherwise. 


Security Lists and Bulletins 


At periodic intervals the various is- 
sues are classified in Bond, Preferred 
Stock and Common Stock Lists accord- 
ing to the firm’s idea of quality, with 
specific comments as to relative values 
in a given market. These lists contain 
practically all of the utility bonds, pre- 
ferred stocks, and common stocks in 
which there is any substantial public 
interest. The common Stock List con- 
tains general comments on the outlook 
for the utility industry as well as com- 
ments on developments affecting the 
trend of stock prices. Comments are 
made on the more attractive issues in 
each quality group. The firm does not 
attempt to predict the future course of 
markets, but does relate existing funda- 
mental values to the prevailing market 
in order to select the better values at a 
specific time. 

Periodic bulletins are issued on hold- 
ing company proceedings before the 
Securities and Exchange Commission 
and on various decisions of the Federal 
Power Commission, analyzing the cases 
with considerable public interest and the 
possible implications to security hold- 
ers. The partners have frequently testi- 
fied before the S.E.C. in various cases 
on behalf of clients, and at times part- 
ners have testified before other regula- 
tory bodies. The firm has a broad 
knowledge of the regulatory law of 
various states and closely follows rate 
cases and other matters. 

The investment policy must of neces- 
sity be set by clients, and the function 
of the firm is to supply information 
and advice which would fit in with the 
investment policy of each client, on 
an individualized basis. The service is 
designed to supplement rather than to 
supplant the investment analysis car- 
ried on by clients. 
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The service is essentially a personal- 
ized one. Frequent meetings are held 
with Investment Committees. Inquiries 
are in order as often as desired to check 
on developments affecting an individual 
security or general trends in the indus- 
try. Many clients make periodic calls 
to the firm’s office. Partners of the firm 
also make quarterly visits to the client’s 
offices for personal consultations on 
various utility securities and for discus- 
sion of the fundamental factors affecting 
the utility industry as of any given time. 


Essentially the service is analytical 
rather than statistical. In consequence 
it is difficult to describe precisely or to 
reproduce here an example of the work. 
In addition to analyzing figures, pri- 
mary emphasis is placed on information 
obtained and actual observations made 
through property inspections and inter- 
views with utility operating officials 
during visits to various companies. In 
the course of a year the partners and 
other senior analysts travel many thous- 
ands of miles on field work, in order to 
obtain the required basic information 
and to make firsthand observations on 
the operations of individual utility com- 
panies. 


The basic reports on public utilities 
cover various aspects of utility opera- 
tion and factors which do or might affect 
the position and value of outstanding 
securities. A rough outline of the stand- 
ard order of consideration is as follows: 


Contents of Reports 


l. Territorial characteristics and na- 
ture of the business. 


2. Type, adequacy and efficiency of 
property owned and a description 
of the manner in which the utility 
company operates from a physical 
standpoint, the soundness of en- 
gineering design of the system, and 
the degree to which physical prop- 
erties are being maintained. 

3. Valuation, including comments on 
intangibles, adequacy of deprecia- 
tion reserves, and the ability of 
earings to support the estimated 
valuation used for physical prop- 
erties. 

4. Discussion and estimate of value 
of assets other than property, in- 
cluding investments, working capi- 
tal items and other assets. 

5. Capitalization, with a detailed an- 
alysis of indenture terms and pre- 
ferred and common stock provis- 
ions. 


6. Historical earnings and current 
earnings adjusted to present and 











prospective capitalization, togeth- 
er with detailed comments on the 
growth in earnings, adequacy of 
depreciation appropriations and 
coverages for fixed charges, pre- 
ferred dividend requirements, the 
percentage of operating revenues 
remaining for common stock, and 
other basic factors. 


7. Detailed analysis of revenues by 
customer groups, expenses and 
taxes, including comments on di- 
versification of revenues, compara- 
tive rate position and detail of 
costs. 

8. Prospective earnings, including 
comments as to the future out- 
look for the enterprise and the 
risks involved where the rate of 
return appears high or where pub- 
lic relations or possible regulatory 
action might impair earnings. 

9. Financial position and _require- 
ments, including a discussion of 
construction budgets, possible 
means of financing future cash re- 
quirements, and the possible effect 
of such financing on the position 
of presently outstanding securities. 


10. Comments on management and 
management policies, as well as 
field checks and comments on pub- 
lic and employee relations. 


11. A discussion of the type of public 
regulation to which the utility 
company is subject, and of its 
franchise situation. 

The principal clients are life insur- 
ance companies, trust companies and 
banks, endowment and pension funds, 
fire and casualty insurance companies, 
investment trust and investment counsel- 
lor firms, and a limited number of in- 
vestment houses. At present there are 
130 clients, located in 24 states and 
Canada, mostly in financial or insur- 
ance centers. 


It is the policy to make the service 
available only to a selected group of 
clients rather than to disseminate it 
widely. 

A A A 
Women Investors 


A group of forty women, enrolled in 
a special New York University course 
in managing personal funds, recently 
took a tour through the New York Stock 
Exchange to find out first hand how 
stocks and bonds are bought and sold. 
The visitors saw a film “Money at 
Work” and Exchange President Emil 
Schram discussed the securities markets. 
The course also offers lectures at the 
Guaranty Trust Co. of New York. 
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Joint Ownership Reappraised 


LAWRENCE G. KNECHT 
Knecht & Lloyd, Cleveland; 


Research Counsel, Ohio Fiduciaries Research Association 


N most states, there are two common 

types of joint ownership. Under the 
common law when persons were designa- 
ted as “joint tenants” of property, the 
survivor of them automatically succeed- 
ed to the whole title on the death of 
one. Joint tenancies have been abolished 
in Ohio for many years. If property of 
any type (excepting savings bonds) is 
registered simply in two or more names 
without words of qualification, it is 
owned by the individuals as tenants in 
common, meaning that each owns an 
undivided interest in the property; that 
there are no rights of survivorship; and 
that such undivided interest passes in 
the estate of any tenant who dies. In 
order to avoid such a tenancy in com- 
mon, it is necessary that it be clearly 
and unequivocally shown by specific 
words that the parties intended that, 
upon the death of one of them, the sur- 
vivor should succeed to the whole. 

The relative advisability or inadvisa- 
bility of joint tenancy depends largely 
upon the amount of the property hold- 
ings in the particular case. Let us con- 
sider first the situation of the owner of 
the small estate, i.e. one consisting of a 
home (which may or may not be sub- 
ject to a mortgage), a few thousand 
dollars in Series E bonds or a modest 
bank account, or both, and a small 
amount of life insurance. For this type 
of individual I recommend joint ten- 
ancy with right of survivorship as to 
both the bank account and the Series 
E bonds. By and large the availability 
to both of the parties of the limited 
amount of ready cash in either type of 
asset is the most important factor and 
outweighs the tax disadvantages, which 
in an estate of this size are not too com- 
plicated anyway. 


Home Is Different 


The home is an entirely different 
proposition. Many lawyers have been 
afraid of this type of ownership and 
in Ohio one rarely finds a true survivor- 
ship situation with reference to joint 
tenancies in real estate. As a conse- 
quence, almost all joint-tenancy deeds 
are simply registered in the name of 
“John Smith and Mary Smith,” which 

From address before Ohio Trust Conference, 
May 5, 1949. 
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means that those two individuals are 
tenants in common, each owning an 
undivided half interest in the property. 

That form of ownership is objection- 
able for several reasons: First, no mat- 
ter which of the parties dies first, title 
will have to be cleared through probate 
court twice, which means more expense. 
Second, if one half of the home property 
is registered in the husband’s name (or 
the whole title for that matter), the 
wife will be compelled to put that prop- 
erty through probate court in order to 
obtain full title in herself. If the husband 
leaves a will devising his interest to his 
wife, the procedure is relatively simple, 
but it will still cost her from $100 up 
to accomplish this transfer, which may 
be a significant expense in a small 
estate. If the husband does not leave a 
will and there are minor children, the 
problem is even more difficult. By virtue 
of a land sale proceeding and the sale 
of the husband’s half interest to the 
wife in satisfaction of her year’s allow- 
ance, you may be able to clear out the 
interests of the children, but, roughly 
speaking, that land sale proceeding, to- 
gether with the remainder of the estate 
work, will cost from $200 up. 


Sooner or Later the Tax 


If the property is registered solely in 
the wife’s name and if he predeceases 
her, she will have no expense in con- 
nection with a transfer of the home. If, 
on the other hand, the property is in 
her name and she predeceases her hus- 
band, the probate expenses involved in 
transferring the title to the husband un- 
der her can be met by the husband out 
of his income without the necessity of 
invading the bank account, the bonds, 
or the insurance. It has been my prac- 
tice, therefore, to recommend that the 
title to the home real estate be placed in 
the name of the wife alone, with each 
of the parties having a will leaving all 
property to the other and with the chil- 
dren as contingent beneficiaries. 

By using the joint-tenancy deed with 
survivorship rights, the probate court 
expenses can be avoided but the inheri- 
tance tax will sooner or later have to 
be paid—against the full value of the 
property. Furthermore, the wife in the 
vast majority of cases will be misled 


into believing that no tax is payable at 
all since probate court proceedings are 
not required, but when she tries to sell 
the property at some later date, the title 
examiner will inform her that she owes 
such a tax, with interest at 8 per cent 
from one year following the date of her 
husband’s death and that the tax is a 
lien on the property. To add insult to 
this injury, in such a case she will also 
find that she is not entitled in compu- 
ting the tax to deduct anything for a 
years allowance or a widow’s exemp- 
tion. 


In Larger Estates 


The individual who has a substantial 
estate is confronted with additional 
problems, most of them involving taxes. 


Most of these problems arise out of 
joint tenancies, rather than tenancies 
in common, but, for a moment, let us 
consider the latter classification. As far 
as the home real estate is concerned, 
there is no difference whatever in the 
underlying theory between the small 
estate owner and the larger estate owner 
in this respect. With regard to other 
types of property, I am unable to see 
any advantages for the larger estate 
owner in holding cash or securities 
merely in two names. If he wishes to 
have some of this registered in his wife’s 
name, it seems to me that by and large 
he will be better off to take half of the 
bank account and open a separate ac- 
count for his wife and register half the 
shares of stock in his wife’s name alone. 

If he has the bank account in both 
names even though no survivorship fea- 
tures are attached to the account, the 
bank nevertheless requires an _inheri- 
tance tax waiver on the whole of the 
account as a condition to permitting the 
wife to withdraw after the husband’s 
death. The same situation exists with 
reference to a stock certificate registered 
in both names. The holding of property 
as tenants in common, therefore, will 
not serve any useful purpose in mak- 
ing funds immediately available to the 
survivor. 

With reference to tenancies in com- 
mon where one of the parties retains 
complete control of the property, in- 
cluding the appropriation of all the in- 
come, the entire property might be sub- 
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ject to estate taxes under Section 811 
(c) of the Internal Revenue Code as an 
uncompleted gift. 


Joint Tenancy Tax Problems 


However, the main problem arises in 
connection with joint tenancies in which 
the survivor takes the whole property. 
Under Section 81l(e) of the Internal 
Revenue Code where property is so 
held, its entire value is includible in the 
gross estate and the survivor may avoid 
tax only by proving that he or she from 
his or her own personal funds contribu- 
ted some part or all of the property. 
If, as happens in most cases, the prop- 
erty has been acquired by the husband, 
it will not be possible to show any such 
contribution on the part of the wife. 


Let us assume, however, that, at least 
to a certain extent, part of the property 
was purchased by the wife with her own 
personal assets. In such event she will 
be confronted with the necessity of pro- 
ducing competent records and evidence 
proving the extent of her contribution. 
In many cases no such records ever 
existed; in other cases the contribution 
may have been invested in a number 
of different ways and changed from 
time to time so that tracing it may be 
extremely difficult; or the original rec- 
ords may have been lost. Thus, the tax- 
payer will be unable to sustain the 
burden of proof. It is, of course, true 
that since the adoption of the 1948 Rev- 
enue Act and the marital deduction priv- 
ileges, the seriousness of this problem 
has been lessened but in the larger 
estates it cannot be overlooked. 


Gift Tax Questions 


Most people are not aware of the 
special treatment accorded to survivor- 
ship bank accounts and savings bonds 
with respect to. gift taxes. At the time 
the joint tenancy is created in either of 
these two types of property no gift is 
made since the original owner of the 
fund presumably has the right at any 
time to revest in himself, without the 
consent of his co-owner, the entire prop- 
erty. The gift, for tax purposes, occurs 
when the non-contributing co-owner 
withdraws the funds from the bank or 
redeems the bonds. 


It is generally considered that such 
withdrawal or redemption, to be tax- 
able, must be for the sole benefit of the 
‘ton-contributing owner and this raises 
»additional problems, particularly the de- 
s'ermination of the use which is made 
jof the funds. In any event, the handling 
jand disposition of such jointly-held 
Property in many cases results in a 
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Statement of Condition, June 30, 1949 


ASSETS 


Cash and Due from Banks $ 27,294,961.15 


Loans and Discounts roa 52,962,994.38 
United States Government Obligations 65,960,493.41 
State and Municipal Obligations 6,101,071.50 - 
Other Bonds . ee mee 3,370,937.56 
Stock of the Federal Reserve Bank 840,000.00 
Real Estate Mortgages . 4,600,255.86 
Accrued Interest Receivable . 523,567.43 


1,400,000.00 


Banking House . i ee gee 
Total . . . . «. «© «© «© «© © © $163,054,281.29 


LIABILITIES 
Capital Stock $ 4,000,000.00 
Surplus Fund 24,000,000.00 


Undivided Profits 
Total Capital Funds 


1,814,851.06 
$ 29,814,851.06 


Deposits 130,095,775.17 
General Reserve . ob gl ae 1,809,898.39 
Reserved for Taxes, Interest and Expenses . 936,732.75 
Unearned Discount te 43,631.00 
Dividend Payable July 1, 1949 350,000.00 
Other Liabilities 3,392.92 


Total . . 2. «2 « 6 « ot + lo SACS SBR RRE 


United States Government Securities are shown at cost amortized to earliest 
eall date, all other securities at market value or amortized cost whichever 
is lower. Securities carried at $3,948,223.15 have been pledged to secure 
public deposits and for other purposes as required or permitted by law. 
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liability for gift tax, or at least a duty 
to make a return, at a time when the 
parties may be entirely unaware of such 
obligation. 


Income Taxes 


Under the 1948 Revenue Act, there is 
not much difficulty so far as ordinary 
income is concerned in husband and 
wife holdings. As a rule of thumb, the 
income receivable by the joint tenants 
is taxable in equal shares to each of 
them. If they are husband and wife, 
there are no difficulties if a joint return 
is filed. There may be a problem where, 
for example, one of the tenants retains 
complete control of the property and ap- 
propriates the entire income of govern- 
ment bonds and bank accounts. As far 
as jointly-held stocks are concerned, the 
tax would have to be evenly divided 
since dividend checks on stocks regis- 
tered in this form are made out in the 
names of both tenants so that each, at 
least constructively, receives half. In 
any event, joint ownership no longer 
offers any income tax advantages since 
the same splitting of income between 
husband and wife can be achieved by 
the filing of a joint return, even though 
the property is registered in one name. 

A more important disadvantage under 
the income tax law is the situation of 
the survivor of the joint tenants with 
regard to the cost basis of the jointly- 
held property. In other types of prop- 
erty, the cost basis to the beneficiary 
will be the valuation at which the prop- 
erty was included in the gross estate 
for the Federal estate tax. That, how- 
ever, is not the case with a joint tenancy 
because the survivor’s cost basis will 
be the cost basis of the decedent and 
the holding period is determined from 
the date when the decedent originally 
acquired the property. 


Loss Rather Than Gain 


To illustrate this, let us assume that 
John Smith in 1945 purchased certain 
stock at $100 per share and caused it 
to be registered in the names of him- 
self and his wife, Mary Smith, as joint 
tenants with right of survivorship. John 
died in 1947, at which time the stock 
had a market value of $200, and in 
1949 Mary sells the stock for $150 per 
share. Under these circumstances, 
an estate tax on the stock was pay- 
able at the rate of $200 per share and 
Mary will further have to pay a capital 
gains tax based on a profit of $50 per 
share. If John had taken title to this 
stock in his own name, the estate tax 
would have been the same, but upon 


418 


the sale of the stock, Mary would have 
had a loss rather than a taxable gain. 


One important and not too familiar 
disadvantage of jointly-held property 
under the inheritance tax law is that 
as to such property no deduction is al- 
lowable for the widow’s years allow- 
ance or exemption on the theory that 
survivorship property is not a part of 
the probate estate and these benefits are 
chargeable only against such probate 
estate. This problem arises only where 
the probate estate is less than the aggre- 
gate amount which might be allowed for 
these benefits. The consequence is that 
in many cases the assessed inheritance 
tax which will be payable will largely 
offset the savings in administration costs. 


In the final analysis from a tax 
standpoint, joint ownership, whether in 
the form of a tenancy in common or a 
joint ownership with rights of survivor- 
ship, does not minimize or solve any tax 
problems. To the contrary, it creates 
problems which are not present where 
property is held in single ownership. 


Inflexibility 


A great many people have adopted 
joint ownership as a substitute for mak- 
ing a will. Their notion is that it will 
not be necessary to have any probate 
proceedings. From a_ standpoint of 
avoiding publicity, this notion is en- 
tirely erroneous since the full amount 
of the jointly-held property is required 
to be shown in the application to deter- 
mine the inheritance tax and that ap- 
plication becomes just as much a matter 
of the public files in probate court as 
an application to probate a will. 

The main difficulty with jointly-held 
property in connection with the will 
question is the relative inflexibility of 
the arrangements once they have been 
made. If the individual registers the 
property in his own name, he is at lib- 
erty to make, revise, amend, and revoke 
his will as often as he pleases without 
the consent of anyone, which is a free- 
dom he does not have with property 
held jointly. In the case of stocks, the 
signatures of both of the co-owners are 
required for any transfer, since transfer 
agents as a rule insist on registration in 
the names of John Smith and Mary 
Smith. In the case of real estate, both 
owners are required to sign the deed in 
order to convey a marketable title. While 
a jointly-held bank account with right 
of survivorship is quite flexible since 
either party may withdraw the whole 
amount, even this may not be advan- 
tageous since the depositor may lose 
interest by making such withdrawal. 


Savings bonds are probably the least 
flexible of the forms of jointly-held 
property. The joint owner form, prob- 
ably the most widely used, may not be 
turned in for reissuance (except in 
cases of divorce, death, etc.). The party 
must redeem them in full, take the pro- 
ceeds and reinvest them with a later 
issue date. If he does that, particularly 
during the first few years after issuance, 
he will suffer a loss in interest. Further- 
more, since most individuals have 
elected not to accrue and report yearly 
increases in value as income but to wait 
until redemption to report the full 
amount, the redeeming co-owner will be 
required to pay an income tax on the 
full amount of the then increase in value. 


Poor Substitute For Will 


In addition to this, if the redeeming 
co-owner did not contribute to the pur- 
chase of the bonds, there is the possible 
liability for gift tax. Certainly the com- 
bination of all of these factors demon- 
strates rather conclusively that an in- 
vestment in savings bonds is an ex- 
tremely poor substitute for a will. In 
fact, in the October 1948 issue of Trusts 
AND EstaTEs, Thomas J. Lynch, General 
Counsel for the Treasury, stated that 
such bonds registered in co-ownership 
form were poorly adapted to changing 
conditions. 


It is virtually impossible to make any 
provision for contingent beneficiaries 
such as we normally include in a will. 
This may be particularly serious in the 
case of a childless couple or in the case 
of close, non-related friends who have 
adopted such ownership forms. For ex- 
ample, suppose we take again the case 
of John and Mary Smith who have no 
children. John has a couple of brothers 
and some nephews and nieces to whom 
John and Mary are very close. On the 
other hand, Mary’s closest kin are some 
distant cousins whom she has not seen 
for years. If these folks hold their prop- 
erty as joint tenants with the whole go- 
ing to the survivor, and John prede- 
ceases Mary, the full amount of the 
property, assuming that Mary dies in- 
testate, would go to these distant cousins 
and John’s family would be completely 
eliminated from the picture. 


The question of whether or not to us¢ 
joint ownership is an integral part of the 
vital function of estate planning anc 
should be adopted only after the same 
thorough consideration as is given to an 
estate analysis or the preparation of af 
trust. 


A A A 
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EsTATES§ Jury 1949 


The First 


Board of Directors 


Edward E. Brown 
Chairman of the Board 


Leopold E. Block 


Chairman, Finance Committee, 
Inland Steel Company 


Ralph Budd 
President, Chicago, 
Burlington & Quincy R. R. Co. 


Augustus A. Carpenter 
Director, Hills-McCanna 
Company 

J. D. Farrington 


President, Chicago, 
Rock Island and Pacific 
Railroad Company 


James B. Forgan 
Vice-Chairman of the Board 


Walter M. Heymann 


Vice-President 


Henry P. Isham 


President, Clearing Industrial 
District, Inc. 


James S. Knowlson 


Chairman of the Board 
and President, 
Stewart- Warner Corp. 


Homer J. Livingston 
Vice-President 


Hughston M. McBain 


Chairman of the Board, 
Marshall Field & Company 


Bentley G. McCloud 


President 


James Norris 
President, Norris Grain Co. 


John P. Oleson 
Banker 


Irvin L. Porter 
Vice-President 


Edward G. Seubert 
Chicago, Ill. 


National Bank of Chicago 


Statement of Condition June 30, 1949 


ASSETS 
Cash and Due from Banks ‘ ; , ‘ - $ 572,418,433.99 
United States Obligations—Direct and fully Guaranteed 
Unpledged . F . -  $ 601,856,976.96 


Pledged—To Secure Public — and 
Deposits Subject to Federal Court Order 189,304,752.34 


To Secure Trust Deposits. ‘ ‘ 85,881,655.65 

Under Trust Act of Illinois . , ‘ 527,600.00 877.570,984.95 
Other Bonds and Securities : ; , ‘ ‘ * x 99,379,648.49 
Loans and Discounts ‘ , . : > ‘ é A 709,303,643.89 


Real Estate (Bank Building) . ; ‘ ‘ é ‘ " 2.774,104.30 
Federal Reserve Bank Stock . ; : ‘ ‘ ‘ ‘ 4,275,000.00 
Customers’ Liability Account of Acceptances . ° ° ° 3,227,451.75 
Interest Earned, not Collected . ‘ : 7" : . e 5,114,550.14 


Other Assets . ‘ . ‘ A i . ° . 328,234.03 
$2,274,392,051.54 


LIABILITIES 

Capital Stock . ° ° . : ‘ ° ° F - $ 75,000,000.00 
Surplus. ‘ ‘ , , . ¢ ° : 67,500,000.00 
Other Undivided Profits ‘ . , ‘ ‘ ‘ ° ; 9,982,132.02 
Discount Collected, but not Earned . : ‘ . ° ° 1,027,795.72 
Dividends Declared, but Unpaid ‘ . 2 ° . ‘ 1,500,000.00 
Reserve for Taxes,ete. . ‘ . ‘. m . 4 20,180,421.23 
Liability Account of Analniiiel ‘ ‘ ° ; ° ° 3,763,539.04. 
Time Deposits . , ; ; ; - $ 440,539,611.47 

Demand Deposits. ‘ . . . 1,442,734,588.05 

Deposits of Public Funds . , ' : 212,163,578.23 2,095,437,777.75 
Liabilities other than those above stated . ‘ : ‘ 385.78 


$2,274,392.051.54 





R. Douglas Stuart Albert H. Wetten John P. Wilson 
Vice-Chairman, President, A. H. Wetten & Co. Wilson & Mcellvaine 


uaker Oats Compan ; 
* siiniel Robert E. Wilson 


George G. Thorp Harry A. Wheeler Chairman of the Board, 
Madi Wi Banker Standard Oil Company 
— woe (Indiana) 
Louis Ware C. J. Whipple Robert E. Wood 
President, International Chairman of the Board, Chairman of the Board, 
Minerals & Chemical Corp. Hibbard, Spencer, Bartlett &Co. Sears, Roebuck and Co. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 








egoliating 


EVER before has a company that 

is about to establish a Pension or 
similar Employee Welfare Plan, been 
in such need of competent advice. Where 
formerly the “employee good will” as- 
pect of such a plan was regarded as of 
only secondary importance, it has now 
become all important. Never before has 
it been so important to establish a plan 
which has been fully explained to the 
employees and thereby made to _ be- 
come popular among them. 


The legal obligation of , management 
to bargain collectively with representa- 
tives of its employees, on matters con- 
cerning wages, hours and working con- 
ditions did not exist before the National 
Labor Relations Act of nine years ago. 
Prior to that time, except in the rail- 
road industry, an employer was free to 
insist upon the so-called prerogative of 
management on any subject, and refuse 
to discuss with union matters vital to 
the interests of his employees. 


Although the Wagner Act has been on 
the books since 1935, it was not until 
the Inland Steel Company case in 1946 
that it dawned upon management that 
employee benefit plans might fall with- 
in the scope of compulsory collective 
bargaining. 


Must Bargain 


Since the Inland Steel Company case 
represents the first judicial recognition 
of the position that pension plans are a 
subject on which management must bar- 
gain collectively, and since the C.I.O. 
Steelworkers Union are probably the 
spearhead of the union movement in 
this field, it is important to review that 
case in some detail. 


Inland adopted an insured, contribu- 
tory type of pension plan in 1936, cov- 
ering, in effect, only salaried workers, 
since only those earning $250 or more 
per month were included. In 1943 the 
plan was expanded to take in all em- 
ployees with at least 5 years service and 
over 30. For the first time the plan ex- 
pressly provided for compulsory retire- 
ment at normal retirement age, 65 in 
most cases. The plan was optional and 
about one half of the employees who 
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VICTOR M. HARDING 


After seven years general law prac- 
tice in Chicago, Mr. Harding was as- 
sociated with the Solicitor of the U. S. 
Department of Labor. Since leaving 
the government he has been a member 
of the Milwaukee law firm of Whyte, 
Hirschboeck & Minahan, specializing 
in various phases of labor law. He has 
had wide experience in bargaining ne- 
gotiations, preparation of union con- 
tracts and all types of proceedings be- 
fore the N.L.R.B. and the Wisconsin 
Employment Relations Board, dealing 
with elections, referenda and unfair 
labor practice charges. His work has 
included considerable drafting of pen- 
sion and profit sharing plans. 


were in the Steelworkers Unit and elig- 
ible, elected to come in. From 1943 
through 1945 the Company waived the 
compulsory retirement feature, due to 
the manpower shortage. At the close of 
1945 the Company announced that com- 
pulsory retirement at age 65 would be 
resumed and that ali then over-age em- 
ployees would be retired within 6 
months. At the same time the Company 
announced the creation of a separate 
fund, financed exclusively by the com- 
pany, to increase the retirement benefits 
of employees close to retirement age 
who under the earlier plan would not 
have been under the plan long enough 
to build up respectable retirement bene- 


fits. 


This action failed of its purpose. The 
Steelworkers Union filed a grievance 
when one of its members was forced to 
retire in early 1946. The Company re- 
fused to process the grievance and re- 
fused to discuss the retirement plan with 
the Union. The Union filed charges of 
Unfair Labor Practice with the National 
Labor Relations Board and the matter 
came to a head. 


The Union had been the certified bar- 
gaining agent for Indiana Harbor pro- 
duction employees since 1941. Several 
contracts had been negotiated after 
1941, none of which referred to the 
Pension Plan. The latest contract was 
signed in early 1946, shortly before this 
dispute commenced. 





ee Pension Plans 


Altogether there were 22 different 
unions, A.F.L., C..1.0. and Independent, 
representing different groups of Inland’s 
employees. In contrast to the Company’s 
heterogeneous labor relations situation, 
was the Company’s Retirement Plan—a 
unified plan which treated all employees 
alike, designed to give each man a re- 
tirement benefit after a uniform retire- 
ment age. 


I won’t recite all the arguments the 
Company gave to justify its position. 
To a businessman these arguments are 
persuasive. 


For the Board and the Judges, how- 
ever, the issue was simple. The Wagner 
Act provides that the employer must 
bargain collectively with any union rep- 
resenting his employees with respect to 
“rates of pay, wages, hours of employ- 
ment or other conditions of employ- 
ment.” These subjects are so sweeping 
that it is easy to conclude that a retire- 
ment plan, involving compulsory retire- 
ment at age 65, is at least a “condition 
of employment,” if not a part of the 
wage. 


The Board’s decision against the 
Company was a blow to Inland Steel 
Company. It was little consolation when 
shortly after deciding the case against 
Inland, Chairman Herzog of the Board 
stated: 


“The Board realizes, of 
course, that even though the 
law requires it, bargaining on 
a pension program raises cer- 
tain serious difficulties not 
present elsewhere. We are 
confident that the employers 
of America are sufficiently re- 
sourceful to overcome these 
difficulties, and that the repre- 
sentatives of labor, aware of 
their existence, will bargain 
on this subject with suitable 
moderation.” 


The immediate consequences of the 
Inland case were to eliminate the com- 
pulsory retirement feature from the 
Company’s Pension Plan. But the de 
cision did not mean the Company could 
not continue with the plan. The only 
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order the Board could enter was to 
require the Company to bargain col- 
lectively with each of its unions with 
respect to its Retirement Plan. Even this 
did not mean that the Company had to 
persuade each of its 22 unions to ap- 
prove every feature of the plan. It did 
mean, however, that before effecting any 
change the Company must first discuss 
the change with each union. If after 
such discussion the Company was still 
of the belief that the change should be 
made, it would not be unlawful to put 
the change into effect although all 22 
unions opposed it. 


Inland Steel Company fought the 
Board’s Cease and Desist Order all the 
way to the United States Supreme Court. 
Recently that Court refused to review 
the matter and the Board’s order be- 
came final. Up to that point the Com- 
pany had refused ;to discuss its Pension 
Plan with the Union. 


Shortly after the final decision of the 
Courts, Phillip Murray addressed 3 let- 
ters to the President of Inland Steel 
Company, in which he said: 

1. We demand the right to negotiate 
with you respecting pensions, retire- 
ment and life, health, accident, medical 
and hospital benefits. 


2. We elect to terminate our contract, 
expiring July 15, 1949 and request bar- 
gaining over a general wage increase. 


3. We are serving notice of our right 
to strike after July 15, 1949, the termin- 
ation date of the contract. 


On June 2nd the parties held their 
first meeting. The Company had a court 
reporter present to transcribe all that 
was said. There follows a rough abstract 
of the discussion at this meeting, and 
since it represents the opening meeting 
on this subject, between a large and 
powerful company which has long had 
comprehensive employee pension and 
beriefit plans, and an alert and aggres- 
sive union, seeking to take every ad- 
vantage of the present situation, it indi- 
cates what may be expected across the 
bargaining table. 


Abstract 


Inland Steel Company—C.1.0. Steel- 
workers Union June 2, 1949—First 
Meeting. 

Company Position: We will bargain 
on pensions, insurance plans, etc., and 
waive the conditions of the decree, and 
if parties come to an agreement before 
July 15th (the earliest strike date) — 
changes i in these plans will apply retro- 
actively to retired personnel as well as 
Present employees. 
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Union Demands: 1. All persons re- 
tired since 12-31-45 must be reinstated 
with pay. 

2. A pension plan established with 
these features: 


(a) Retirement to be at the time 
chosen by the employee without direct 
or indirect compulsion from Company 
—commencing at age 65. 

(b) Retirement with full benefits in 
the event of permanent disability, or 
upon completing 10 years service with 
Company at or after age 65. 


(c) Monthly pension of $150.00— 
over and above social security. 

(d) All contributions by Company— 
on “an adequate reserve basis.” 

(e) Termination of existing pension 
plan involving contributions by mem- 
bers. 

3. A group life insurance plan: 

(a) For active employees: Benefit 
equal to 18 months pay, payable to 
employees’ beneficiary. 

(b) For retired employees: Benefit 
equal to greater of (1) $1,500 or (2) 
amount payable under company’s ex- 
isting insurance plan. 

(c) Contributions of members to the 
Company’s plan to cease. 


4. Non-occupational Sickness and 
Accidents Benefits. Thirty-five dollars 
per week, beginning with the 4th day for 





ale 


sickness and the lst day for accidents— 
and continuing for a period not over 52 
weeks. 


5. Hospitalization Benefits for em- 
ployees, wives, and children under 19, 
providing a semi-private room, board 
and other hospital costs for confinement 
in a hospital, not exceeding 70 days for 
normal cases or 10 days for maternity. 

6. Surgical Benefits for employees, 
wives and children under 19, covering 
surgeon’s fees up to $225. 

7. Administration of above plans to 
be function of a Joint Board on which 
Union has equal representation with 
Company. 

There then followed a general dis- 
cussion of which I will give the high- 
lights only: 

Union Comment on Compulsory Re- 
tirement: (Mr. Murray Latimer.) 

“The mere attainment of any given 
chronological age is without relevance 
to ability to work and the Union does 
not support and will oppose any effort 
on the part of management to enforce 
compulsory. retirement. 

“The Union believes that it is uneco- 
nomical to retire all men at the age of 
65 because the costs of retirement at 
that age are larger than is necessary 
for the efficient conduct of the business 

. We object to your uneconomical 
spending of money and uneconomical re- 
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“Well, since we can't be sure whether the 
handwriting | is Smythe’s or Jorgenson’s, | suppose 
the only fair thing to do is fire both” 
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tirement of men at 65 in all cases. We 
believe it is uneconomical, unsocial and 
anti-social . . . The cost of retirement 
on a voluntary basis, as compared with 
the cost of retirement of everyone at 
age 65, would be in the order of 30% 
less than would otherwise be the case.” 

Company Comment: Under a Volun- 
tary Retirement Plan, how do you re- 
solve the problem of when an elderly 
employee is no longer capable of work- 
ing? 

Union Response: Where you have an 
adequate retirement plan, that is a mat- 
ter which will rarely come up. One way 


IF YOU ARE 
IN CHARGE OF 


TRUST 


INVESTMENTS 


rust investment officers find here a 
sna source of high-grade state 
and municipal bonds. One of the princi- 
pal underwriters of these securities, this 


bank invites your inquiries. Information 


orders assured. 


THE NORTHERN 
TRUST COMPANY 


50 SOUTH LA SALLE STREET, CHICAGO 
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to resolve it is to permit Company doctor 
to examine any employee over retirement 
age, and let his decision govern, unless 
Union challenges it. If there is a chall- 
enge, an outside doctor will be selected 
to decide the question. 


Union Comment: The rise in hospital 
costs lately has tended to make obsolete 
and inadequate Hospital Benefit Plans 
set up several years ago. The typical plan 
provides a hospital benefit of about $5 
per day. Recent study by the Blue Cross 
in Chicago taking all hospital bills paid 
by Chicago Blue Cross for one month 
(March, 1949—over 30,000 bills) shows 

































































that $10 per day and $100 for extras 
would be inadequate for 12% of all 







































hospital bills. This is exclusive of medi- § ° 
cal bills of course and doctor’s bills. The  ? 
Blue Cross has proposed to the Steel- § # 
workers Union and the U. S. Steel Cor- 
poration a nationwide uniform contract — © 
—providing for 70 days semi-private — 5! 
hospital care, board, and all hospital § i 
services except anethesia (by doctor) — th 
and blood plasma at a cost of $3.25 per § ™ 
month on a one year basis. This is — in 
cheaper than any insurance companies 
offer and would be at the same cost § a 
as the Company’s present insured plan, — & 
with a dividend of about 17%. Ei 
Investigation by the Committee on - 
Group Mortality of the Actuary Society o 
of America shows that at present surgi- ™ 
cal benefits on a scale of $150 pay only , 
about 60% of the total bill. This study of 
was based on about 95,000 surgical op- 1 
erations. Since the Blue Shield organ- 
ization has not yet chosen to come for- a 
ward with a plan for surgical benefits, ime 
we suggest the Union-Management Ph 
Board of Trustees work out a plan with Na 
the local medical societies for a scale le 
of charges—to cover the entire cost. On : : 
the suggested scale it would provide 
local surgeons an annual income of 
$18,000 to $20,000. The Union is pre- Py 


pared to join in that kind of a proposal 
to the American Medical Society. 





Discussion on Hospital Benefits 


Present Inland plan covers only em- 
ployees—but no waiting period is re- 
quired even though 400 women are em- 
ployed. Union would include depend- 
ents but require a 9-month waiting pe- 
riod for maternity cases. Company’s 
objection to including dependents is the 
“unknown” factor. Also old employees 
must carry the burden of the young men 
who have the dependents. Union says § 
that is offset by the young men carrying 
the old men under the Pension Plan. AF 
study made by the Union shows that 
the availability of this maternity insur-f 
ance has not increased the rate of child- 
birth in the covered groups. 


Union reasons: 1. It is unlawful tof 
deduct from employee’s pay check with-f 
out his consent. If plans are voluntary, 
some employees will always remain out. 


At U. S. Steel, where participation isf 
voluntary, about 30% were not partici-f 
pants. This is a source of embarrassment” 
to Union and employer. 


















NOTE: C.I.O. has submitted its own Pensionf 
Plan to Bureau of Internal Revenue covering only 
union officers and staff—containing the feature off 
optional retirement. This plan became effectiveh 
January 1, 1949. 
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Company retort: How about War Vet- 
erans with G.I. Insurance who would 
prefer to keep this type of insurance 
and need no more? (Union—no answer) 


Reason No. 2: If the Pension Plan is 
contributory—there are built up sub- 
stantial withdrawal and death benefits— 
in addition to what is scheduled under 
the group insurance plan. This tends to 
make for inequities and is uneconomical 
in the overall picture. 

Reason No. 3.: Steel has been profit- 
able for some years and it is easier for 
employer than employee to contribute. 
Employer’s income tax is 38% and if 
employer pays the freight, more of the 
cost comes out of what would other- 
wise go to Uncle Sam. 

Reason No. 4.: If employees contrib- 
ute—they will disagree over the form 
of benefits. Older men or younger men. 
There will be no disagreement «if com- 
pany pays all. 

(Union Comment: In Journal of Com- 
merce’s recent pension number, both 
Phillip Murray and President of Chase 
National Bank agree that for pension 
plans—the “employer-pay-all” method 
is the best method.) 

There was then a discussion about 
the legality of the employer paying part 


of employee’s “wage” into a fund, with- 








out employee’s consent. In the Inland 
case—and more recently in the Cross 
case—the Court held that a pension or 
welfare plan is bargainable because it 
comes within the term “wage.” If that 
is so, then how can an employer pay 
this part of the wage into a fund, with- 
out the employee’s consent. Union law- 
yer suggested the Company finance the 
plans by agreeing to pay into a trust 
fund an amount, measured by a per- 
centage of the payroll. Company stated 
that recent court decisions might make 
it imperative that all benefit plans be 
optional with the employee. (No conclu- 
sion reached by parties—or their law- 
yers. ) 
Joint Board of Trustees 


Union referred to Kaiser-Frasier Joint 
Board as a model to follow. This Board 
has been in existence for nine months, 
meeting about 4 times per month, and 
has agreed on terms of benefit plans— 
insurance carriers, how to distribute 
dividends, construction of trust, invest- 
ments, etc. Union representation on such 
a Board may help in working out an 
economical plan with local medical so- 
cieties for hospital, medical and surgical 
benefit plans. 

All claims are processed by the Joint 
Board. The Insurance Carrier, The Oc- 





cidental Life Ins: Co., has agreed to 
be bound by the Board’s decision. The 
contract between Occidental and the 
Board so provides. The Insurance Com- 
pany’s claim department can be over- 
ruled by the Joint Board of Trustees. 


Union Estimate of Cost 


“Without knowing the age and ser- 
vice distribution figures of Inland’s em- 
ployees—but taking a sample distribu- 
tion made by the Local—the average 
age is shown to be 36. I have figured 
costs on these assumptions: 


“1. I took retirement rates under the 
Railway Retirement Act—gave half 
weight to the period 1937 to 1939, half 
weight to period 1942 to 1944, 

“2. I used the disability and with- 
drawal rates and mortality developed by 
the Actuary of U. S. Steel Corp. 


“3. 1 is ee 
per annum “ind the bi-annual table for 


mortality of those who retire at 65 or 
later. 

“4. I used the 1944 disabled -railway 
employee schedule for employees who 
retire for disability. 

“5. For insurance I used the U. S. 
Steel Corp. Actuary’s figures—with dis- 
tribution of 29.5% and 70.5% married 
or having children.” 


CALIFORNIA-WIDE 
TRUST SERVICE 


Experienced personnel in fully-equipped trust departments of 


Bank of America offer you California’s most complete trust service. 


Branches are located at strategic points throughout the state. 









in out. 
ition ish 
particl-F 
issment fF” 













clitvard Mei aeciit sata 


NATIONAL fRYSTAR2 ASSOCIATION 
California’s Statewide Bank 


Pensiony 
ring only) 
eature off) 

effective hi 





MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION © MEMBER FEDERAL RESERVE SYSTEM 
“STATES 






5 Juty 1949 








Company Inquiry: “How did you get 
our average age?” 

Union: “I took this from Social Se- 
curity headquarters cards on men in 
this bargaining group. We took the So- 
cial Security retirement date from these 
cards and worked back to get present 


” 
. 


age 
The estimated cost on this basis is 
as follows: 


INLAND U.S. STEEL 

Pension Plan —.11.8c perhr. 12.37 per hr. 
Insurance Plans _. 7.9¢c perhr. 8.07 per hr. 
TOTAL 19.7¢ per hr. 20.44c per hr. 


(End of Abstract) 


The Inland Steel Co. case has prob- 
ably raised more problems than it 
settled. 


The Company’s right to require over- 
age employees to retire is still left open 
in the Inland case—but may be settled 
in the current negotiations. There have 
been several arbitrations on this ques- 
tion—involving other companies, and 
decisions have gone both ways. In some 
the decision is that forced retirement at 
age 65 is a discharge for proper cause. 
Other decisions say retirement cannot 
be a discharge for cause, and unless 
recognized in the contract, the employer 
must wait until the employee is unable 
to do the work. 

The Inland negotiations introduce a 
new aspect. The Union’s theory of op- 
tional retirement is actually cheaper for 
the Company which underwrites the re- 
tirement benefit. The longer the man 
goes on working after retirement age, 
the less pension the Company will have 
to pay when he finally does retire. On 
the other hand the Company loses those 
imponderable values gained by compul- 
sory retirement, (a) making way for 
the younger man, and (b) easing out 
the older men before they become an 
embarrassing problem. 


The decisions on this question are by 
no means clear. The rule evolved by the 
National Labor Relations Board is that 
good faith bargaining on the part of an 
employer requires him to furnish in- 
formation if the bargaining would be 
impeded by lack of such information. 


For instance, a union can’t pry into 
a company’s affairs when it would serve 
no useful purpose at the bargaining 
table. But when the union has requested 
a wage increase and the Company gave 
as reason for its refusal the fact that it 
is losing money, the Board has held that 
the Company must disclose its earnings 
figures to allow the union to verify the 
Company’s statement. 
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If the amount an employer pays to- 
ward employee benefit plans is a “wage,” 
certainly the Union is entitled to know 
what wages are currently paid. Conse- 
quently the Union might successfully 
contend that it is entitled to know the 
Company’s cost figures, and the details 
that go to make up the computation of 
cost. 


Inland Steel Company is a typical ex- 
ample of a company which has adopted 
liberal plans in past years and is now 
presented with union demands which 
would completely change the picture. 
What are the practical effects on other 
companies in other situations? Although 
it is difficult to conceive of all the situa- 
tions where this decision presents a prob- 
lem, here is an obvious one. 


The Company has never had a plan 
and wants to adopt one; does not wish 
to consult the Union because the Union 
is hostile to the idea, or Union has own 
plan and thinks Company is interfering 
with it or union wants representation 
among trustees. There’s only one an- 
swer. The Company should submit the 
plan to the Union and discuss it. If it 
can’t get the Union’s approval, it is then 
free to put the plan into effect. 


Usually the company is offering a 
plan which is extremely beneficial to 
the employees. The unions know this, 
and though they may try to inject some 
provisions for their own benefit—such 
as representation among the trustees, 
they do not dare oppose the plan or take 
the chance of scuttling it. And if the 
union tries to malign the plan to their 
membership, the company now has the 
right (under the Taft-Hartley Act) to 
go over the head of the union and give 
the facts to the employees. 


The most favorable time for the com- 
pany to bargain with a union about a 
retirement plan is when the plan is first 
adopted, or when it is being liberalized 
for the benefit of the employees. That 
is the time for the management to sub- 
mit the bad with the good. If in 1943, 
when Inland expanded its Plan to take 
in the production workers, it had sub- 
mitted this proposal to the Union, along 
with the compulsory retirement proposal, 
the Union would have been obliged to 
agree to the plan, since its members 
were vastly better off with such a plan 
than with no plan. 


One of the great objections unions 
raise to pension plans is that union off- 
cers should be represented on the Trus- 
tees. This issue can be avoided by nam- 
ing a bank as Trustee in which case 
management has nothing to say on how 











the trustee operates; or an insured plan 
can be adopted, rather than a self-ad- 
ministered plan. 

To take two examples: Company A 
is a small company in the paper indus- 
try. About 25% of industry has already 
adopted some type of security plan. Un- 
ion is beginning to put on pressure. On 
other hand the industry is growing ex- 
tremely competitive. Though the Com- 
pany could easily have adopted a plan 
2 or 3 years ago when business was 
good, with prices declining and orders 
falling off, it cannot afford to commit 
itself to an expensive program. For this 
Company it would be worse than no 
plan at all to adopt an inadequate plan 
—offering inadequate pensions which 
would only whet the appetite of the 
Union and give it a lever to work on. 
Better for that Company to stand firmly 
on the proposition that it cannot afford 
any plan. 

Company B has had a good year and 
the prospects are good for the future. 
It could easily adopt an adequate plan 
and put aside enough to fund past ser- 
vice credits. The Union is beginning to 
make pension demands, In fact it is talk- 
ing about a union welfare fund to 
which the Company contributes on a 
sort of royalty basis (so much for each 
ton of coal unloaded) —like the miner’s 
fund. This employer seized the oppor- 
tunity to adopt his own plan for the 
office and salary group—a trusteed plan 
—contributory. 


Three months later the Union group 
came in and said they wanted a pension 
plan, for their group—along certain 
lines. The employer said, “I’ve got a 
plan already set up for the office group 
—they like it—I’ll put your group into 
it.” The Union had no alternative. It 
can’t turn the employer down, because 
it is a liberal plan, well advertised to 
the eligible group who have talked it 
up among the production workers. Re- J 
sult: The Union accepts the plan, run 
by corporate trustee appointed by Com- 
pany, compulsory retirement written by 
management, amendable at the option 
of the management. Moreover, if the 
Union has or adopts its own Welfare 
Fund, its members will receive no more 
under both funds than the non-union 
office workers receive under the Com- 
pany Plan. 

In negotiating pension plans, it is es 
sential to keep abreast of the types of 
plans which are constantly being de- 
manded, and if such plans are inimical 
to the interests of the company, thep 
employer must be armed with persuasivef 
arguments to meet the Union. 
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Statement of Condition, June 30, 1949 


RESOURCES 

Cash and Due from Banks............ $ 555,272,474.07 
United States Government Obligations. . 1,154,853,193.28 
Other Bonds and Securities........... 77 328,756.75 
Loans and Discounts................ 378,867 ,429.64 
Stock in Federal Reserve Bank......... 4,500,000.00 
Customers’ Liability on Acceptances... 2,416,726.46 
Income Accrued but Not Collected... .. 5,792,311.89 
re ee 9,750,000.00 

$2,188,780,892.09 

LIABILITIES 

NS 6 bp er eu eee $1,987,989,783.66 
TI, io. itpedcieeacas ieee 2,416,726.46 
Reserve for Taxes, Interest, and Expenses 7 447,539.86 
Reserve for Contingencies............ 18,106,550.79 
Income Collected but Not Earned...... 429,457.56 
Capital Stock ... ap en RE Me por 60,000,000.00 
Surplus ge are rer er err Ea NO ee 90,000,000.00 
Ce RE 6 dsc cece ANCE 22,390,833.76 

$2,188,780,892.09 





United States Government obligations carried at $180,732,892.54 
are pledged to secure public and trust deposits and for other 
purposes as required or permitted by law 


Member Federal Deposit Insurance Corporation 







Last year’s Chicago Railroad Fair was enjoyed by 2% million people. This year the 
railroads are sponsoring another season of the Fair by popular request, with many 


new exhibits and added features. 










How to Improve 


BENEFICIARY RELATIONS 


O matter how well an estate has 

been administered—how successful 
the pilot has been in guiding the estate 
-—how much a trust has earned and 
how much the capital gain has been, if 
the beneficiaries do not understand what 
has been done, and the length of time 
it has taken to do it, or have not be- 
come acquainted with the ability and 
earnestness, of the trust officer and his 
company, they will not be “satisfied 
customers.” 


A beneficiary calls to see a well- 
trained and courteous individual and 
not a building, and usually likes to deal 
with the same trust officer, either in 
personal interviews or by correspond- 
ence. He dislikes being referred to a 
stranger, especially someone who is not 
an officer. The account officer should in- 
troduce the beneficiaries of accounts 
under his supervision to other trust 
officers, assuring that in his absence one 
of the officers will attend to their needs. 
Actions taken in his absence should al- 
ways be reported to him promptly. 


What information do persons inter- 
ested in Trust Accounts desire? 


In the first place, they are interested 
in receiving a readable and understand- 
able income statement. Abbreviations to 
save time and reduce costs, but we 
should not use any that the recipient 
cannot understand. We should impress 
on our bookkeepers and those prepar- 
ing the entries for posting that they 
can be emissaries of great good-will or 
the cause of dissatisfaction of our ser- 
vice, depending on the neatness and 
quality of work which they perform. 


The beneficiary, both life-tenant and 
remainderman, wants to be kept in- 
formed as to the assets held by the trust 
and the value periodically of such in- 
vestments. The Trust Investment Re- 
views should contain the following: 


1 — Name of trust 
2 — Investment Powers 


3— Probable Termination 


4 — Probable Succeeding Life Bene- 
ficiaries and Remaindermen 


5 — Attorney of Record 
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HAROLD E. BRIGHT 


Vice President & Trust Officer, Berks County Trust Company, Reading, 2a. 


The forms we use for review of se- 
curities supply the beneficiary with in- 
formation concerning the issues of 
bonds, maturity dates, the cost of same, 
interest rate, present quote and value, 
the number of shares of each issue of 
stock, cost, quote and value. When it 
comes to mortgages, the property se- 
curing the mortgage is listed, the date 
and amount of original and the last 
appraisal, the original principal and the 
balance due, the amount of monthly, 
quarterly, or semi-annual amortization 
interest rate, dates when interest is due, 
the date to which the interest is paid 
and the year to which taxes on the prop- 
erty securing the mortgage are paid. 

The first page of the Trust Invest- 
ment Review contains a space in which 
is shown total Inventory Value and 
Market Value of the various types of 
Assets comprising the Trust. The fol- 
lowing is an example of the form:— 


Inventory Market 
Value Value 


se Ce ee ee a 
Stocks—Preferred 


Stocks—Common 


Mortgages, Mortgage 
Participations & Mortgage 
Pool Participations 

Real Estate 

Sundry 

Uninvested Cash 


TOTAL 


Our bookkeeping records are posted 
by machine and the Trust Investment 
Reviews are prepared by use of Address- 
ograph Equipment and a Multilith Ma- 
chine. We have found them to be under- 
standable and to contain information 
which beneficiaries desire to receive. 


Beneficiaries desire understandable 
and compact reports on the securities 
held by the trust. We forward reports 
on securities at least once each year to 
the beneficiaries. Our Investment Sec- 
tion prepares these reports for review 
by our Trust Committee in such a man- 
ner that they are easily read and under- 
stood by the beneficiaries. A typical re- 
port indicates the quotation of the se- 
curity on the date of the report, the 


indicated yield, the cost of the security 
to the particular trust, the personal 
property tax status and the exchange on 
which the security is listed. It also sets 
forth the capitalization of the Company 
and its financial condition. In cases of 
bonds, “Times Fixed Charges Earned” 
for a period of at least ten years is 
shown. In cases of stock, information 
such as net sales, net income, earned per 
share, dividend paid per share, working 
capital and price ranges for a period of 
at least ten years is set forth. 


In addition, there should be a brief 
statement concerning the type of busi- 
ness of the Company, its position in the 
industry and its prospects. The report 
should be completed with a brief con- 
clusion as to the quality of the security 
and a recommendation for retention or 
sale. We find that beneficiaries like to 
receive this type of report and appreci- 
‘ate an invitation to discuss any ques- 
tions they may have concerning the re- 
port, either by means of a personal in- 
terview or by correspondence. 


Also, beneficiaries appreciate receiv- 
ing Tax Information promptly. To the 
individual beneficiary, his is the only 
trust that exists. The fact that tax in- 
formation must be assembled for 
hundreds or thousands of accounts 
means little to the person who wants 
to complete her or his income tax re- 
turn. The early receipt of tax informa- 
tion, efficiently and carefully prepared, 
set forth in language which a layman 
can easily understand, helps in the pro- 
motion of good beneficiary relations. 

A satisfied beneficiary is a Trust 
Company’s best recommendation. How 
do we know that they are pleased? It 
may be wise to check with those benefi- 
ciaries, whom we never see or from 
whom we never hear, to make sure they 
are satisfied. A follow-through by phone 
or letter may bring to light some mis- 
understanding or dissatisfaction, which 
can be very easily corrected by proper 
explanation. Thus, a dissatisfied benefi- 
ciary may be changed into a staunch 
friend and emissary of good will. 

As correspondence is a very import- 
ant part of our contact with certain 
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customers, we endeavor to make all of 


our letters friendly, not stilted and de-— 


void of the human touch. Form letters 
for submission of certain routine in- 
formation, reports and reviews are per- 
missible but even here, a friendly touch 
is given by an invitation to submit any 
questions which the enclosed informa- 
tion may invoke. Letters answering 
questions or submitting special informa- 
tion should be clear and _ intelligible. 
They should not be too long. Above all, 
they should portray a living human be- 
ing as the writer, and should not be as 
cold as a stone of the trust company’s 
building. Let us tell our beneficiaries 
that it is a real pleasure to have them 
communicate with us, either by letter 
or a visit to the bank. 


One of our most difficult tasks is to 
retain satisfied beneficiaries when exer- 
cising discretion as to use of principal 
for maintenance, education or the wide 
variety of the use of principal for 
which the trustee has been granted dis- 
cretion. If a trustee accepts a trust with 
such discretionary authority, the trustee 
should accept the responsibility attached 
thereto, and exercise the discretion to 
the best of its ability, after, however, 
carefully deliberating the request of the 
beneficiary. It is not always easy, and 
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French artistry. 





collections of diamonds and other precious stones. 


call on us for free assistance on appraisals. 


744 Fifth Avenue, New York «+ 


sometimes it is impossible, to have a 
satisfied beneficiary when the trust off- 
cer must advise a widow that her re- 
quest for use of principal cannot be ap- 
proved or that it must be reduced, or 
when a daughter or son must be told 
that their expenditures at college are 
too high and that such extravagance 
must be curtailed. If the trust officer 
has the quality of inspiring confidence, 
and will take the time to explain care- 
fully the reasons for the decision, it will 
go a long way to maintain a satisfied 
beneficiary. Explanations should not be 
hurried, but should be courteous and 
friendly, and should be given with a 
sincere attitude of helpfulness. 


There are certain ways in which a 
trust officer can promote satisfactory 
beneficiary relations, which are not 
counted among the “musts” of estate or 
trust administration, but which will 
help to gain the confidence and good- 
will of the beneficiary. They are volun- 
teer services, which a trust officer will 
offer because he is a human being, and 
has understanding. The following ex- 
amples of such services are not new, 
but have been suggested in other papers 
by various trust officers. They represent 
to me, however, that warm, human, ex- 
tra-helpfulness, which can mean so much 


OFFICERS: 


Let Us Bid for Estate Jewels 


As Executor or Trustee, your institution may at times be required to sell 
Will you, therefore, place us on your list of bidders? And do not hesitate to 


We maintain a constant, world-wide search for the best in diamonds and 


other precious stones to be redesigned into our own gorgeous creations of 


VAN CLEEF & ARPELS 


World famous French designers and manufacturers of precious jewelry 


PLaza 5-0740 ¢ e PARIS « 


BANK REFERENCES: National City Bank, Manufacturers Trust Co., Central Hanover Bank and Trust Co., New York. 





LONDON °* 


in establishing and maintaining satis- 
factory beneficiary relationships. 

(1) Offer aid in funeral arrange- 
ments, especially where the sole 
survivor is a widow, or an elder- 
ly person, or in cases where the 
children are young. 

(2) Assure the widow and children 
that their financial requirements 
during the immediate future will 
be met and explain in detail how 
it will be done. 

(3) Help to prepare a family budget. 

(4) Help in the procurement of prop- 
er housing for the family especi- 
ally where a change in living 
quarters is necessary immediately 
after the decease of the husband 
and father. 

(5) Discuss the present and future 
education of the children and 
how the necessary funds will 
be procured. Aid in the selection 
of satisfactory schools and 
courses of training. 

(6) Help elderly people and invalids 
to find residence in pleasant 
nursing homes. 


These are only a few of the oppor- 
tunities to render human services in 
connection with the personal problems 
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of our beneficiaries, but in my opinion, 
they will produce a tremendous amount 
of good-will for the trust company 
whose officers are trained to exercise 
these services for its beneficiaries. 


It is important to satisfy our bene- 
ficiaries with our services and our 
method of handling fiduciary accounts. 
It is equally as important to prove to 
them that the same type of management 
will be continued because of our method 
of training those who are learning the 
Trust business in our Institution. Be- 
fore we can do the latter, we must make 
certain that we, today, are doing every- 
thing possible to render capable, alert, 
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human and entirely satisfactory service 
to our beneficiaries. The fact that you, 
the trust officer, together with the other 
officers and the directors, have named 
your Bank in your will or under a Deed 
of Trust will do much to gain the con- 
fidence of the beneficiary in the sound- 
ness of your trust services, now and in 
the future. 

If our beneficiaries are satisfied with 
our services, with the information which 
they voluntarily receive, and with the 
ability and earnest sincerity of our trust 
officers, they will be our best recom- 
mendation for new trust business. They 
will speak well of us to their relatives 
and friends. Our efforts should, at all 
times, be focused on procuring and 
maintaining satisfactory and pleasant 
beneficiary relations. When the third 
generation of trust beneficiaries name 
you trustee of a Voluntary Trust created 
by them, you know that your policies 
are succeeding. 


A A A 
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To assist Trust Officers, Fiduciaries, Lawyers, and Directors 
of Institutions in selecting Mutual Funds we maintain a 
policy of impartial recommendations based solely on your 
needs. We will provide you with up-to-date information re- 
garding the leading Mutual Funds. In addition, we will 
prepare programs of carefully selected Funds to meet 
specific investment objectives. 

Our mail service can assist you wherever you are located. 
You can receive a sample Mutual Fund program by writing 
on your letterhead to the Manager, Mutual Funds Depart- 
ment, describing your investment objective. 


MUTUAL FUNDS DEPARTMENT 


Recommendations based solely on your needs 


KIDDER, PEABODY ®& CO. 


Members New York Stock Exchange 


50 Years Trust Service 


Completing half 
a century of ser- 
vice with Title In- 
surance and Trust 
Company, of Los 
Angeles, a_ large 
part of it in trust 
activities, Walter 
W. Powell, vice 
president, is this 
month being congratulated upon his 
record and long identification with the 
business and industrial life of southern 
California. When Mr. Powell went to 
Los Angeles in 1899, the city had 100,- 
000 people. He has seen it increase 
twenty fold to 2,000,000. 

Mr. Powell entered the trust depart- 
in 1918 and was named vice president 
in 1920. He was elected trust officer in 
1923 and since 1932 he has been in ad- 
ministrative work. He is president of the 
Carson Estate Company and a director 
of the R. A. Rowan Company. 
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Further Comment on 


CAPITAL GAIN DISTRIBUTIONS 


I WAS pleased to read, in the May 
issue of Trusts AND EstTaTEs, the 
dissent of Andrew B. Young, Esq. to 
my firm opinion that a fiduciary ought 
to allocate distributions of realized cap- 
ital gains (received by him upon the 
shares of investment companies and 
trusts) to principal and not to income. 
My pleasure arises from the fact that 
a discussion of this sort is needed by 
American fiduciaries. There is evidence 
that the use of investment trust shares 
is destined to increase in fiduciary 
circles. It is wise, therefore, to clear 
away preliminary and collateral ques- 
tions as soon as may be. 


I am not, of course, satisfied with 
Mr. Young’s reasoning. Let me state a 
few propositions with which I think no 
fiduciary is likely to quarrel: 

First—a fiduciary who produces capi- 
tal gains in the administration of his 
own trust portfolio would never think 
of crediting those gains to income. 

Second—this principle remains true 
whether he is conducting his portfolio 
as a segregated entity or is participating 
in an “investment pool.” I have drawn 
a number of Common Trust Funds and 
have examined a great many more. I 
have yet to see one in which realized 
capital gains are credited to income. 


Third—if there is doubt in the mind 
of any fiduciary upon a matter of 
allocation of receipts or expenditures as 
between principal and income the trus- 
tee will be much safer to allocate to 
principal, for if the money received is 
distributed to income and is expended 
by the life tenant, the chance of getting 
it back again may be remote. 


Trading Theory Inapplicable 


It can be argued, as Mr. Young 
argues, that an investment trust should 
be regarded as a mercantile or trading 
corporation and that profits realized 
from the sale of securities ought to be 
treated, as in the case of profits realized 
from the sale of any department store 
inventory, as regular annual income. 
That is the theory behind cases like 
Matter of Jackson’s Will to which both 
Mr. Young and I have referred. 
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MAYO ADAMS SHATTUCK, ESQ. 


Haussermann, Davison & Shattuck, Boston 


One trouble with that argument (in 
the trust world where a careful balanc- 
ing of principal and income interests 
is very important) is that it leaves one 
entirely at sea with relation to the 
charging of capital losses. What does 
one do in a year in which only losses 
are realized? Shall the life tenant’s in- 
come be a mile high one year and in 
the cellar the next as in the mercantile 
world? I think not. The practical result 
of such a theory would be most disturb- 
ing, as any contemplation of the depres- 
sion period would reveal. 


Perhaps Mr. Young suggests that real- 
ized net capital gains be added to in- 
vestment income but that if “net” is in 
red ink there should be no deduction. 
This viewpoint could hardly be regarded 
as equitable to the remaindermen. Why 
should they suffer all the penalties of 
investment hazard and gain none of the 
fruits of actual accretions to capital? 
This would be a perfect “heads I win, 
tails you lose” proposition. It is to pre- 
vent just this sort of unfair distortion 
that the courts have developed and ap- 
plied the long-established prohibitions 
against acquiring wasting investments. 


Looking at this problem not from 
the standpoint of the investment trust 
industry but from that of the trustee, I 
do not consider it important that some 
investment trusts have been lucky 
enough, or shrewd enough, to realize net 
capital gains and to avoid net losses. 
One can hardly be criticized for sug- 
gesting the improbability of prolonga- 
tion of that happy record into perpet- 
uity. History shows that what goes up 
is almost, if not quite, certain to come 
down. “Do what you will the capital is 
at hazard.” 


Mr. Young is right in supposing that 
his rule is subject to abuse in the hands 
of incompetent or unscrupulous mana- 
gers. Not only would an unscrupulous 
operator be tempted to speculate in 
order to produce a higher annual 
“vield,” but there might also be a very 
distinct disinclination to accept, at any 
point, the realization of capital losses. 


Champion Not Retiring 


I am amused by the surprise which 
Mr. Young records in relation to my 
abdication as “champion” of the life 
tenant on this matter. I am happy to be 
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accused of a “progressive and notable 
activity in advancing the interests of 
the life tenant, through sponsorship of 
the Prudent Man Rule, management of 
business interests by trustees, and draft- 
ing suggestions designed for that end.” 


We all realize, I hope, that the testa- 
tor is normally more interested in the 
life tenant than in remote remainder- 
men. But assuming that the draftsman 
has not given explicit directions on the 
subject, I do not believe that any cham- 
pion of the life tenant’s interest should 
undertake the responsibility (at the 
personal risk of the trustee) of urging 
that the life tenant be given property 
which belongs to someone else. 


I close as I began. No advocate, 
however eloquent, is going to have an 
easy time persuading an American fidu- 
ciary that realized net capital gains 
should be treated as ordinary income, 
unless one is dealing with a so-called 
trading corporation or a speculative en- 
terprise. Nor is any advocate going to 
have an easy time persuading an experi- 
enced American fiduciary that a rule 
which credits all realized net gains to 
income and debits realized net losses to 
principal is fair or equitable, or pro- 
duces anything other than a wasting in- 
vestment. Nor is any advocate going to 


SCUDDER 


STEVENS 
& CLARK 


The 


FUND, Inc. 


Prospectus on Request 


have an easy time persuading the pru- 
dent American fiduciary that it is as 
safe to distribute money as income, and 
thus lose track of it altogether, as it 
would be to add the money to principal 
and thus have it on hand if any ques- 
tion is raised as to his conduct. 


A discussion of the “trend” of the 
cases is inconclusive. There is no de- 
cision of a court of last resort which 
directly adjudicates the matter. The 
“trading entity” decisions, like Matter 
of Jackson’s Will, are not in point. The 
trend, if any, in the investment trust 
business is reflected by the provision 
of the Investment Company Act of 1940 
which requires a_ separate careful 
identification to shareholders of dis- 
tributions of realized capital gains. If 
realized capital gains are to be regard- 
ed as regular investment income, what 
is the need for identification? The need 
is obvious—the purchaser, particularly 
a fiduciary, had better understand that 
realized capital gains are not in any 
sense true investment income. 

A A A 

W. Deane Pruden, at one time a trust 
officer of Fidelity Union Trust Co. of 
Newark, N. J., has been elected vice pres- 
ident and director in charge of the 
Mutual Funds Department of MacBride, 
Miller & Co. in that city. 
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THE INDEX OF 


MUTUAL INVESTMENT COMPANIES 


HENRY ANSBACHER LONG 


HIS index gives in one table enough 
f pene tore data to indicate what 
investment funds should be of value in 
filling the needs of a particular trust 
account or beneficiary for purposes of 
either building an estate or providing in- 
come and preservation of principal. It 
should thus eliminate much prefatory 
and frequently fruitless research in a 
field whose steady growth scarcely per- 
mits even the more initiated among 
trustees and bank officers to keep pace 
with its many valuable media for in- 
vestment. In attempting to carry out 
this purpose, the index provides for con- 
tinuous appraisal of 45 mutual funds on 
a monthly basis, affording separate 
measurement of principal and income 
accounts. 


The basic approach of the index is 
simply the usual method employed in 
beginning the initial appraisal of any 
investment. First, what is the pure in- 
come return on the average capital in- 
vested over various periods? Then, how 
has the value of the principal invested 
increased or decreased over a sufficiently 
long period of time as well as currently? 
Corollary to the latter question—and of 
particular interest to the majority of 
trustees—is, how drastically has the 
market price of the fund fluctuated? 


As in the case of all preliminary 
analysis, much thorough investigation 
must follow in making a complete and 
final appraisal of an investment com- 
pany. Management, of course, is the 
most important element, of which no 
statistical compilation can give an ade- 
quate picture. Another important factor 
to remember is that the several funds 
have many different objectives. There- 
fore, one cannot be cautioned too 
strongly against misusing this survey to 
draw arbitrary conclusions as to the 
relative merits of various managements 
through blind comparison of statistical 
data. In certain instances, there have 
been marked changes in investment pol- 
icies during the period covered and an 
attempt has been made to indicate such 
shifts in the foot-notes. Some funds may 
have commenced operation at an ad- 
vantageous time marketwise and their 
position at this time in cash or equiva- 
lents may not have given a true picture 


JuLy 1949 


Henry A. Long, for some years an inde- 
pendent authority on investment compa- 
nies, was educated at Yale, Harvard 


Business School and New York Univer- 
sity Law School. After acting as a branch 
office manager for one of the large spon- 
sors of mutual funds, he made an exten- 
sive study abroad of the British compa- 


nies. His subsequent articles covering 
hearings on the Investment Company Act 
of 1940 received wide recognition. Mr. 
Long, an investment counsel, is affiliated 
with no fund, and is widely known for 
his quarterly surveys of investment com- 
pany portfolio changes appearing in the 
Commercial and Financial Chronicle. 





subsequently of management’s skill. 
These are some of the things to bear in 
mind when using the survey. 

What the index does try to provide is 
a picture of just how an individual in- 
vestor would have fared, had he invest- 
ed in any one fund during a previous 
period. Taking cognizance of the limita- 
tions involved in projecting past results 
into the future, an attempt is made to 
provide a basis for further analysis. 


Admittedly, as a new departure in the 
field of indices and surveys of invest- 
ment funds—at least in its method of 
comprehensive presentation — first im- 
pressions may be slightly confusing. 
However, thorough reading of the ex- 
planatory notes and this text should 
make the data readily understandable. 
Detailed study of the survey should 
prove of practical value and a great 
time-saver in pointing the way to those 
funds that will be useful for one’s par- 
ticular investment objectives. The data 
are presented in the following manner: 


INCOME—True income is represent- 
ed by dividends declared by the invest- 
ment company from net investment in- 
come (i.e., dividends and interest from 
portfolio securities less expenses); in 
all instances it is given in percentage 
form. This information is presented for 
the current twelve-month period in col- 
umn 17; in column 13 for the annual 
interval ending with the previous month 
(May 31) in column 11 a like income 
percentage appears for the twelve-month 
period ending a year ago and in column 
9 for two years ago. In the last column 
of the survey, numbered 20, is the aver- 
age of such annual pure income returns 





for each of the last five 12-month pe- 
riods, beginning with July, 1944. 

Thus one gets not only an accurate 
measure of income return but also an 
appraisal of the relative stability of such 
income. The five-year average tends to 
even out the above-normal return obtain- 
able today and the lower average in 
1945 and 1946 when stock prices were 
reaching the peak of the post-war bull 
market. 


The base, calculated by averaging the 
offering prices at the end of the last 
twelve months for each of these annual 
periods, has two chief advantages. First, 
it eliminates dangers inherent in com- 
parative income appraisal which might 
be far askéw because of drastic fluctua- 
tions of the markets at any one particu- 
lar time during the year. Second, as a 
measure of value to the fiduciaries’ own 
accounts, it indicates how several aver- 
age portfolios would have fared had 
such shares been added at different pe- 
riods throughout the preceding year. 


Capital gains distributions from in- 
vestment companies are not treated uni- 
formly as between principal and in- 
come account, remainder and life inter- 
est, throughout the country, but the 
weight of authority favors their inclu- 
sion in principal account. For those fi- 
duciaries who are permitted to pay out 
capital gains distributions to present 
beneficiaries, a distribution column 
(18) is provided showing the percent- 
age realized for the current twelve- 
month’s period only from such distribu- 
tion and other capital sources. The 
adjacent column of the index (19), 
which is the current bid price, shows 
how current principal value would 
compare with the 1939 base principal 
price if all such annual distributions had 
been paid out to life beneficiaries rather 
than added to principal account. 


The income index for 1939 is a point 
for departure to provide comparison 
between the last pre-war year and per- 
centage income return for the latter 
annual periods. In making such compari- 
son due recognition must be given to 
the increase in principal value of the 
initial investment made in 1939, 


PRINCIPAL—Long-term growth or 
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BALANCED FUNDS 
American Business Shares ——.....------ 1939 — one — 100.0 — 64.5 166.4 1283 
iD y—————————E 1938 sie on —_ 100.0 = 71.4 189.3 1353 
ea Se 1938 — —_ aN 100.0 — 83.1 213.7 1655 
Boston Fund _... = Scan oesinpsncaninei epee 1932 103.1 171.9 72.6 100.0 3.46 60.2 164.8 1325 
Commonwealth Investment easter ee 1932 106.3 168.4 64.4 100.0 3.05 73.5 199.2 166.2 
Eaton & Howard Balanced —__. 1932 114.5 134.7 80.0 100.0 4.27 73.6 153.6 133] 














































































Fully Administered Shares (Group Securities) 1938 aa i a 100.0 = 69.4 156.6 127.) 
General Javestors. Trust —___$$_$__. _____ 1932 110.0 152.7 71.4 100.0 4.20 65.2 134.7 114.2 §5 
Investors Mutual —.... echaivencharneaenineenes 1940 — = = a — 735 151.7 130.0 
Johnston Mutual Fund EES IE EE 1947 _ = ame = — — — 137.2 
Nation-wide Securities**® _..___________-________-- 1932 102.6 174.6 70.3 100.0 2.32 59.6 133.2 1173 
ES Ee 1947 — —_ — = <= _ — 13198 — 
George Putnam Fund . : eestor 1938 — ee — 100.0 2.76 69.2 130.6 112.0 
Russell Berg Fund _.... Se Sone eee eer 1944 — tas = — — — 155.0 1313 
Scudder Stevens & Clark meaprentincenemiinns 1928 97.4 119.2 75.7 100.0 3.25 80.9 147.7 127.4 
Wellington Fund —_.... Seema A aie Neue Cae 1928 105.2 143.4 69.5 100.0 2.41 75.0 154.1 133.9 82 
Whitehall Fund —_.~ SN ere 1947 — ens a = — — — 137.9 § — 
Wisconsin Investment*** __. salipeinkasteeeslieeccmeoared 1939* ioe = aa 100.0 ies 65.1 219.4 180.4 81.5 
AVERAGE: BALANCED FUNDS __ —_ 105.6 152.1 72.0 — 3.22 70.7 160.8 133)] 





STOCK FUNDS 














Affiliated Fund*** __ ae eae di pon - 100.0 i 49.6 222.1 1498 
Broad Street Investing Corp. - scennicenianenennnconinn 1932 109.9 156.6 76.6 100.0 3.60 60.1 193.8 1453 3.97 
Bullock Fund caeeene 1932 109.8 168.8 69.6 100.0 1.77 61.0 171.2 1258 $3. 
Delaware Fund 1937 = —_ —_ 100.0 = 76.1 172.3 1398 1.75 
Diversified Investment Fund (N.Y. Stocks) ***| 1944 — = = = —_ i 150.3 1128 #5. 
CE IEEE EEE EEE 1932 109.0 163.2 70.7 100.0 1.88 62.1 151.6 1218 3.37 
Eaton & Howard Stock eos Senne _ 1931 107.1 147.0 74.4 100.0 3.86 62.7 154.8 1295 
Fidelity Fund . Coenen 1943 — — — — — — W7S 1402 
First Mutual Trust Fund ees ET 1937 — — — 100.0 S35 59.2 127.2 88.3 
Fundamental Investors ; ea 1932 105.2 146.0 67.4 100.0 2.98 64.8 206.5 159. 
Incorporated Investors —... = 1925 103.6 165.2 80.2 100.0 2.58 63.9 219.3 1545 
Institutional Shares Stock & Bond Group | es 1944 iad zs aes mS ee = 174.4 1274 
Investment Co. of America ad eae : 1939* = = ae 100.0 sas 69.0 192.2 1485 
Investors Management Fund 1931 107.7 161.3 66.8 100.0 4.27 67.7 179.1 1434 
Knickerbocker Fund : e eens 1938 — — — 100.0 _— 59.8 126.2 94,5 
Loomis-Sayles Mutual Fund 1929 72.4 131.7 87.7 100.0 2.54 74.2 188.6 149§ 
Loomis-Sayles Second Fund — 2... 1934. 88.3 131.2 92.7 100.0 2.74 71.3 184.5 1445 
Massachusetts Investors Trust — 1924 110.7 147.5 72.8 100.0 3.88 59.7 151.1 116.2 
Massachusetts Investors 2nd Fund _. 1934 114.2 157.0 70.3 100.0 3.31 57.4 171.3 125 
Mutual Investment Fund AST See AS 1926 129.7 173.4 75.5 100.0 4.31 56.1 163.5 1184 
National Investors 1937* — — 65.9 100.0 3.10 60.7 220.3 1624 BB. 
National Securities — Income*** 1940 — — — — — 66.0 135.1 94.6 
New England Fund , 1931 117.4 159.1 70.8 100.0 2.85 614 134.4 117.5 
Selected American Shares 1933 123.8 178.1 80.4 100.0 3.30 60.9 1722 129.5 
Sovereign Investors — 1936 — 166.6 68.6 100.0 1.78 62..5 123.4 1022 
State Street Investment Corp. 1924 92.8 155.2 74.0 100.0 3.75 60.7 178.3 149.5 
Wall Street Investing Corp. | 1946 —- — — — — — 143.1 
AVERAGE: STOCK FUNDS _ — 106.8 156.7 74.4 100.0 3.09 63.4 171.0 132.2 
90 STOCK COMPOSITE INDEX : — 106.7 148.3 67.5 99.2 — 59.3 152.9 1208 §— 
(Standard & Poor’s) 


CONSUMERS PRICE INDEX (BLS.) — — — — 99.6 ao 99.6 157.1 157.1 #— 

















CALCULATION OF INDEX NUMBERS AND INCOME PERCENTAGES FOR MUTUAL FUNDS 
PRINCIPAL INDEX NUMBER indicates the change between the offering price on Dec. 30, 1939 and subsequent bid price plus all 
distributions from capital gains and other capital sources. 

COL. 1, 2 and 3 represent the figure obtained by dividing the offering prices at the stated dates less capital distributions through 
1939 hy the 1939 base offering price. 

COL. 4, offering price on Dec. 30, 1939, is base index number of 100 for all companies. 

COL. 6, 7, 8, 10, 12, 14, 15, and 16 are arrived at in the following manner. To the bid prices at the respective dates indicated are added 
all capital distributions to such date and the resultant sum is divided by the 1939 base offering price. 

COL. 19 represents the current month-end bid (col. 16 less all capital distributions) divided by the 1939 base offering price. 
INCOME PERCENTAGE includes only those dividends paid by the companies out of income earned from dividends and _ interest 
on their portfolio securities (excluding all capital distributions) . 

COL. 5, 9, 11, 13 and 17 represent a figure obtained by dividing such dividends accruing over the annual period ending with the stated 
dates by the average of the twelve month-end offering prices ending on the corresponding dates. 
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8 Bo 10 1l 12 13 14 15 16 17 18 19 20 
| ——_@ 6/30/48 5/31/49 Last 24 Mos. 6/30/49 6/30/49 6/30/49 | 5-Yr. Avg. 
ne. Inc. Inc. Principal Inc. 12 Mos. Cap. —_—~Prin. Less Cum. Pure 
Prin % Prin. % Prin. %o High Low Prin. % Distr. % | Cap. Distr. (Bid) Income % 
1283 82.90 134.8 4.14 120.5 4.30 135.8 120.5 120.9 4.35 1.49 | 93.0 3.44 
1353 983.92 155.8 4.23 128.2 4.85 158.3 122.6 124.9 5.23 1.05 101.8 3.46 
1655 8351 183.0 2.94 157.3 3.51 184.9 152.0 154.3 3.77 1.39 121.0 2.72 
1325 83.54 136.3 3.74 126.1 4.77 138.2 121.2 126.7 4.81 a 107.9 3.65 
166.2 $2.70 177.6 3.30 157.1 3.91 181.5 1617 155.5 4.13 97 132.0 2.94 
1337 $3.15 138.7 3.88 131.3 3.89 141.5 124.5 129.9 3.92 a 121.7 3.38 
127.0 82.19 137.4 3.53 137.1 4.42 139.9 114.4 116.9 4.49 .92 96.1 2.93 
114.2 85.69 116.5 4.25 98.1 5.28 120.3 95.1 796.4 5.50 .96 81.3 4.84 
130.0 83.54 133.8 3.69 123.6 4.30 136.4 1Zi.2 7122. 4.59 1.50 101.4 3.61 e 
1372 §— 149.4 3.86 128.7 4.36 151.9 127.8 7129.6 442 | .80 128.5 —e 
117.9 83.15 120.0 3.68 110.9 4.56 122.4 108.6 109.9 4.61 43 89.7 3.60 
1315 8 — 140.7 3.88 117.0 4.03 143.1 114.0 117.8 4.09 1.02 116.4 —e 
112.0 $3.18 117.5 3.92 | 107.1 3.85 119.6 104.6 106.0 3.93 1.26 90.9 3.26 
131.3 3.05 133.0 3.25 124.3 3.76 135.2 122.4 123.5 3.71 —- 118.6 —e 
127.4 83.18 130.9 3.85 120.4 3.99 132.9 117.0 119.7 4.02 me 108.0 3.30 
133.9 82.95 135.4 3.10 130.9 3.57 ie eg 125.8 129.8 4.14 1.38 103.0 3.13 
13758 — 148.7 3.74 136.7 4.25 151.9 130.6 7135.5 4.35 04 134.3 —e 
18048152 | .184.3 1.76 173.1 2.02 186.4 167.1 171.3 $.i1 3.16 125.2 2.20 
133,] 3.33 140.6 3.70 125.6 4.21 143.0 130.0 124.7 4.36 1.02 104.7 3.40 
1498 $2.55 165.2 5.16 | 141.2 6.01 167.3 136.4 141.5 6.16 2.96 86.4 3.60 
1453 3.97 153.0 4.44 131.7 5.02 156.8 128.2 130.5 5.11 3.35 106.2 3.99 
1258 3.06 139.4 3.47 | 116.3 4.63 143.6 1iZ5 117.0 4.72 1.44 . 97.3 3.28 
1398 £1.75 148.3 3.10 131.4 3.78 149.9 275 130.5 3.89 | 3.85 66.9 2.22 
1128 85.42 121.1 6.06 102.3 6.11 122.7 99.4 102.5 6.20 | — 96.0 —e 
1218 83.37 131.0 3.71 | 115.2 4.44 133.2 112.1 115.8 4.50 | 1.46 96.3 3.44 
12935 82.73 142.7 3.38 | 134.7 Ee ig 145.3 122.4 133.9 3.80 | = 119.2 3.05 
140.2 $3.4 156.8 4.70 | 134.3 6.10 159.6 128.8 133.3 5.80 | - = 1i53 3.86 @ 
88.3 2.88 94.2 3.93 | 80.9 4.75 95.9 79.1 779.6 5.00 88 58.4 3.20 
159.3 81.67 181.1 3.67 192.3 4.76 184.0 145.8 150.7 4.85 | .30 126.9 2.91 
1545 3.58 172.0 4.37 | 138.1 5.98 Lind 132.9 137.3 6.13 -- 103.6 3.82 
1278 2.90 142.3 3.75 113.2 4.94 145.2 109.9 113.9 5.06 | 251 92.3 se 
148.5 $3.63 163.9 4.11 | 139.9 4.33 166.9 136.9 139.2 4.42 | 3.05 101.1 3.35 
1434 $1.56 162.3 3.95 | 136.9 5.10 165.9 132.3 7135.6 S201 1.52 108.8 3.30 
945 $3.73 105.2 3.58 | 86.0 5.28 107.0 83.0 85.6 5.43 | 3.03 54.8 3.42 
1498 2.74 159.4 3.83 | 148.2 3.21 164.6 143.3 7148.9 3.14 | 4.85 104.8 2.91 
1445 82.72 156.1 3.98 143.9 3.51 161.8 138.4 7144.0 3.43 2.55 120.0 3.04 
116.) $4.23 126.3 4.72 108.8 5.21 129.7 105.0 7107.7 5.29 = 102.4 4.27 
125.0 $3.04 138.8 3.62 | 7117.6 4.34 140.1 113.0 116.8 4.41 | — 93.3 3.53 
118.4 $2.56 130.8 3.60 Lis2 3.45 134.3 107.9 7115.5 3.50 | 3.29 109.9 2.93 
162.4 $3.08 164.2 3.80 142.5 4.52 170.6 137.5 7140.7 4.49 | 5.17 116.2 3.23 
94.6 $5.98 88.5 6.24 | + 80.7 6.30 89.8 78.9 80.8 6.42 1.64 70.3 5.96 @ 
117.5 $3.04 123.3 3.77 | 107.3 3.93 125.9 104.2 107.1 3.98 | oan 95.8 3.64 
129.9 £2.68 140.5 3.60 116.7 4.92 144.2 113.8 116.3 5.02 | -— 93.1 3.49 
102.) $2.08 109.0 3.13 92.1 4.10 110.6 89.0 90.4 5.61 | Re | 68.2 2.88 
1495 $3.83 163.3 2,99 152.3 ata 165.2 137.5 152.3 3.76 1.07 | 113.3 2.85 
143.1 2.80 154.8 327 | 1363 3.55 158.7 132.1 135.3 3.59 | = 135.3 a 
132.) $2.76 144.1 S77 124.6 4.47 147.3 119.7 124.1 4.59 | 2.44 98.4 3.30 
10sF— 133.0 ie — | 1362 1076 | 1124 sa _ | — Ps te 
157.1 §—- bia — | 1692 — 174.5 157.1 = a —_— — — 
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COL. 20 is a five year average figure which includes the percentage returns in columns 9, 11 and 17 as well as those for the two 
preceding annual periods. 

CAPITAL GAIN DISTRIBUTION column (18) represents the percentage of distribution, if any, from capital gains or any other 
sources, for the current annual period. 

COMPANIES ORGANIZED AFTER 1939 are given an initial index number on the date they commence business equal to the aver- 
age of all those stock or balanced funds in existence at the time. ; 





e Principal index begins after 1939 base date. ***Not included in balanced or stock average: 
+Ex-dividend on this date. Wisconsin Investment Co. balanced fund for too short a_ period. 
*Date commenced operation as Mutual Company. Affiliated Fund has leverage due to borrowed capital. 
**Became Balanced Fund in 1945, Diversified Investment & National Income are partially invested in 
high income bonds and preferred stocks. 
Source: Company Records Column 19 for funds organized since 1946. 


COPYRIGHT 1949 BY HENRY ANSBACHER LONG. 
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shrinkage is indicated by carrying the 
index back to Dec. 31, 1935 (column 1) 
for those funds in existence at the time 
so that the extreme stock market gyra- 
tions of 1937 and 1938 may be included. 


War and immediate post-war apprais- 
al is facilitated by using the offering 
price on Dec. 30, 1939 (column 4) as 
a base. Where selling commissions have 
been subsequently altered, this offering 
price has been adjusted accordingly. It 
should be noted that the comparative 
figure on that date for the Consumers 
Price Index (B.L.S.) was 99.6 and for 
Standard and Poor’s Composite Index 
of 90 stocks (which uses the year 1926 
as a base), 99.2. 


Long-term stability is indicated by 
the highs and lows for the pre-war swing 
in 1937-1938 (columns 2 and 3). It 
is not impossible that such fluctuations 
might occur sometime again in the fu- 
ture. The highs and lows for the most 
recent biennial period (columns 14 and 
15), and price indices for the previous 
month (column 12) and previous two 
years (columns 10 and 8) give a meas- 
ure of current stability and performance. 


The base upon which the capital gains 
tax is levied can be estimated in most 
instances by subtracting the current prin- 
cipal index which excludes capital distri- 


HOUSANDS OF INVESTMENT EXECUTIVES — dealers, brokers, 

bankers, institutional investors — depend on the 15 year old 
INVESTMENT DeEateErs’ DiceEst to keep them well informed ... in 
the shortest possible reading time — on everything pertinent that is 
taking place in the investment world. 


Here you will find, all in one place, news of last week’s new 
issues — corporate and municipal. The bids. The winner. The reoffer- 
ing price or scale. The reception. The sidelights. 


And here you'll find — again all in one place — news of issues 
to come in the weeks ahead. 


No other publication in existence contains this information in 
such convenient and dependable form. 


Additionally here you will find digests of important articles or 
addresses by men prominent in the investment world. Many bankers 
and trust officers tell us that these digests alone save them countless 


hours over the course of the year. 


The subscription rate is $7 per year. We invite you to accept 
a 20-week trial subscription at the special price of $2.50. Just clip 
your card to this ad and mail it to..... 


INVESTMENT DEALERS’ DIGEST 


150 BROADWAY 











butions, i.e. the current bid (column 19) 
from the regular current principal index 
which includes such accumulated distri- 
butions (column 16). The resultant fig- 
ure represents total declarations from 
this source since 1939 expressed as a per- 
centage of the 1939 base price. Where 
such gains are considered as part of 
principal account, the tax is similarly 
allocated to principal. 


It is to be emphasized once more that 
this is a new departure in the field of 
investment company surveys which has 
been initiated because of the increasing 
interest of fiduciaries, and investors who 
consult them, in the shares of mutual in- 
vestment funds. Refinements may be 
made if it is determined that they will 
increase the usefulness of the index 
and improve its serviceability to the 
trustee and investor. 


THE COLUMBIA 
GAS SYSTEM, INC, 


The Board of Directors has declared this day 
the following quarterly dividend: 
Common Stock 
No. 59, 1834¢ per share 
payable on August 15, 1949, to holders of 
record at close of business July 20, 1949. 


Dare Parker 


July 7, 1949 Secretary 





DO YOU HAVE 
MUTUAL FUND SHARES 
in 
TRUST ACCOUNTS? 

If you have, or if you have been 


thinking about it, you will want to 
know about the 


First Annual Mutual Fund 
Conference 


to take place at the Statler Hotel in 
New York August 15-18, 1949. 

Representatives of most of the 
leading firms sponsoring Mutual 
Funds will analyze for you all of 
the pertinent factors to be consid- 
ered when weighing the advantages 
of Mutual Fund shares for invest- 
ment. Representatives from retail 
investment dealers and from insur- 
ance companies will also be on hand 
to discuss this investment vehicle 
from their standpoint. 

THE INVESTMENT DEALERS’ 
DIGEST will be glad to send you a 
prospectus describing this Confer- 
ence. 


NEW YORK 7, N. Y. 
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INVESTORS’ QUESTION: 


BONDS? COMMON STOCKS? 


OW can the investor best protect 

himself in the light of the manifold, 
perplexing and sometimes contradictory 
problems of the current scene, is the 
question that Harold E. Aul, vice presi- 
dent, Calvin Bullock, analyzed at the 
end of June. He cited as positive eco- 
nomic factors: apparent relaxing of 
“Fair Deal” policies; the cushion of 
government stimulants; absence of sur- 
prise over bearish developments; high 
level of individual incomes and savings. 
On the negative side he referred to in- 
ternational political tension; “inevita- 
bility” of sterling devaluation; possible 
deflationary spiral with accelerated pro- 
duction decline. 


Should the investor forego income 
and seek the storm cellar of cash and 
high grade bonds, ignoring the huge 
measure of inflation frozen into our 
economy; or should he seek the current 
alluring yields of common stocks, ig- 
noring the certainty of a sharp decline 
in corporate earnings over the next 12 
months, he asked. 


Examine Equity Increase 


In the appraisal of common stock 
values, Mr. Aul said in an address be- 
fore the New York Society of Security 
Analysts, the investor should not over- 
look the enormus increase in equity 
which has resulted from plowing back 
a major share of earnings in recent 
years, and the consequent easy financial 
position of typical corporations. There 
are many good common stocks which are 
selling today for less than their working 
capital per share. 


An examination of the 30 stocks com- 
prising the Dow Jones industrial aver- 
age reveals an average increase in the 
book value of these stocks between 1939 
and 1948 of about 75%; and this is 
after setting up huge reserves in many 
instances, This figure is diluted, more- 
over, by the inclusion of American Tele- 
phone, which had substantially no in- 
crease in book value in this period. As 
against this average increase of 75% in 
book value the market price of this 
average has risen only about 10%. 


If the increase in book value of typi- 
cal stocks since 1939 as related to cur- 


_ Tent market values is examined, we are 
| brought to the strange conclusion that 


the market appraises the retained earn- 


ings of this period at less than nothing. 


My organization has made an 


earnest effort to project future corpo- 
rate earnings rates based on the as- 
sumptions which I have named. It is our 
conclusion that the average rate of net 
earnings of representative companies at 
the nadir of the current decline is not 
likely to be as much as 50% below the 
net earnings of 1948. 


Discounting Earnings Decline 


This may not sound like a very 
comforting observation; but it must be 
viewed against the background of pre- 
vailing price-earnings relationships and 
common stock yields. The Dow Jones in- 
dustrials are selling currently at only 
about seven times 1948 composite 
earnings of $23 per share. This is the 
lowest price-earnings relationship of the 
past 30 years and is a conspicuous ex- 
ample of sobriety of prevailing invest- 
ment sentiment. A bear market has 
never been born in such a pessimistic 
environment. One may conclude that 
the market is currently discounting a 
decline in corporate earnings of as 
much as 60% from the 1948 level. 


It cannot be stated that the market 
will advance or that it will not decline 
somewhat farther in the face of a sharp 
decline in corporate earnings. In indi- 
vidual instances market prices have 
probably not yet made full allowance 
for the drop in earnings that lies ahead. 


As a derivative of the present ab- 
normal price-earnings relationships of 
good common stocks, the investor should 
consider carefully the extravagantly 
high yields provided by good common 
stocks from generally conservative divi- 
dend pay-outs. Recently dividends have 
represented only about 40% of net earn- 
ings available as compared with a 


EATON & HOWARD 
BALANCED FUND 


normal pay-out of 65% or 70%. At 
the end of May typical common stock 
yields were 21% times the yields of high- 
grade bonds. There has never been a 
time in the last 20 years when this re- 
lationship has been so high, that is, 
when investment confidence has been 
so low, except for a few months follow- 
ing Pearl Harbor; and it is well to 
emphasize that there has never been 
a time when this ratio has been in its 
present approximate area that the pur- 
chase of common stocks would not have 
provided satisfactory longer term invest- 
ment experience. 


THE 
JOHNSTON 
MUTUAL FUND INC. 


Price of Shares 


Net Asset Value 
plus 1% 


* 


Prospectus on Request 


* 


THE JOHNSTON MUTUAL FUND INC. 
247 PARK AVENUE 


NEW YORK (7, N. Y. 





EATON & HOWARD 
STOCK FUND 


PROSPECTUSES OF THESE TWO MANAGED INVESTMENT FUNDS MAY 
BE OBTAINED BY REQUEST TO YOUR INVESTMENT DEALER OR TO 


EATON & HOWARD 


INCORPORATED 
INVESTMENT MANAGERS 
BOSTON 
Established 1924 


24 Federal Street 
BOSTON 





333 Montgomery Street 
SAN FRANCISCO 






EW periods in the history of the 

world have seen such rapid changes 
as the last century, and the rapid rate 
of change is still going on. Four impress 
me as particularly important: (1) the 
increase in productivity; (2) the shift 
in power from business to employees; 
(3) the revolt against markets and the 
replacement of free private enterprise 
with government-guided enterprise; (4) 
the development of the welfare state. 

Output per manhour has been grow- 
ing at the rate of about 2% a year and 
output per capita almost as rapidly. 
The consumption of goods per capita 
has doubled about every 50 years and 
the amount of leisure has also been 
growing. , 

Labor has fared especially well. Virtu- 
ally all of the enormous technological 
gains of the last century have gone into 
higher wages rather than into lower 
prices. Between 1840 and 1940 output 
per manhour increased about six-fold. 
The wholesale price level, however, 
changed very little. The great change 
was the rise in the price of labor, indi- 
cated by an eight-fold increase in hourly 
earnings between 1840 and 1940. 

At present about 2.3 times as much 
capital is used per worker as in 1880, 
but the share of property in the nation- 
al income has dropped from one-fourth 
in 1880 to one-seventh in 1948. 


The Shift in Power 


During the 19th century the most in- 
fluential single group in the community 
was undoubtedly the businessmen. Dur- 
ing the last 50 years the influence of 
businessmen in the community has been 
slowly declining. The basic reason for 
this shift has been the increase in the 
relative number of employees. In the 
early part of the 19th Century the com- 
munity was made up predominantly of 
self-employed persons. Today, over three 
out of four persons who work for a 
living in the United States are on some- 
one else’s payroll. 


In recent address before American Iron & Steel 
Institute, New York City. 
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Makers of Business Policy 


Shift of Power to Employees Through 


Businessmen’s Failure to Take Lead 


SUMNER H. SLICHTER 


Lamont University Professor, Harvard University 





Only within the last century have 
there developed communities composed 
in the main of free employees, receiv- 
ing their income in the form of wages 
or salaries but possessing full civil and 
political rights. The shift of power to 
employees has been aided by two con- 
ditions—by the rapid organization of 
employees and by the unwillingness of 
businessmen to go very far in offering 
constructive proposals for dealing with 
the problems which have emerged. In 
the United States today, about 15 mil- 
lion employees are organized into 
trade unions through which the ideas of 
employees on public and business poli- 
cies receive expression. 

The failure of businessmen to take 
the lead in providing the country with 
adequate arrangements for compensa- 
ting unemployment caused the initiative 
in policy making in this field to pass to 
non-business groups. Essentially the 
same thing is happening in other fields. 
Had business leaders been willing to 
take the lead in attacking the problems 
which led to the passage of the Securi- 
ties and Exchange Act and the Wag- 
ner Act, businessmen would have re- 
tained a substantial voice in policy mak- 
ing and the country would have been 
given better balanced and more practi- 
cal legislation. 

In the 19th Century there was more 
or less general acceptance of the idea 
that the competitive pursuit of individ- 
ual interests would satisfactorily pro- 
mote the interests that all members of 
the community have in common. This 
view has gradually been abandoned. 


Let there be no mistake that a revolu- 
tion has occurred during the last 60 
years in the economy of the United 
States. The new economy operates on 
the principle that fundamental decisions 
on who has what incomes, what is pro- 
duced, and at what prices it is sold are 
determined by public policies. The de- 
velopment of the welfare state is closely 
linked with the disappearance of the 
economy of free private enterprise. 


During the last 15 or 20 years there 












has been an important change in the 
attitude of the community toward needs. 
This change would probably have event- 
ually occurred anyway, but it was 
greatly accelerated by the great depres- 
sion of the thirties. In 1929 payments 
based on need were about $1.2 billion 
and represented about 1.2% of all per- 
sonal incomes. In 1947, payments based 
on need were over $12 billion and rep- 
resented about 6.2% of all personal in- 
comes. Such payments were 75% great- 
er than all dividend disbursements of 
American corporations. Within a de- 
cade they will probably be running 
close to $20 billion a year. 








Problem of More Production 





If I were to predict that the output 
per capita of the American economy by 
1980 would be about $2,385 (in terms 
of present dollars), would you regard 
me as making a fantastic and irrespon- 
sible prediction? This would mean that 
the average family of four would have 
an annual income of about $9,540 (ap- 
proximately 66% above the present 
level). Nevertheless, this rate of growth 
is only slightly greater than the econ- 
omy has been accomplishing in the 
past—namely, 2% per capita a year. 










The prospect is that output will in- 
crease even faster in the future than 
in the past. The principal reason for 
this belief is the rapid growth of in- 
dustrial research. Expenditures on in- 
dustrial research increased nine-fold be- 
tween 1920 and 1940, and are now more 
than double 1940. The research expendi- 
tures by government have grown even 
faster and now substantially exceed 
those made by industry. 












Despite the bright prospects for 4 
great increase in production, a crucial 
question confronting the economy is 
“Can we produce enough?” The de 
mands on the economy for more goods 
are growing faster than ever. Consider 
the consumption of goods by the gov- 
ernment. In 1929 the local, state, and 
Federal governments consumed 8.2% 
of the gross output of the country; in 
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1939, 14.5%. Fortunately, much of the 
consumption of goods by the govern- 
ment helps to increase production. This 
is true of most of the research expendi- 
tures of the government and the outlay 
on highways. 


Intake and Output 


By far the most important demand 
upon industry for more output comes 
from the organization of labor. Never 
before in history have people been so 
highly organized for the express pur- 
pose of bargaining for higher incomes. 
It is difficult to believe that unions will 
be willing to push up wages no faster 
than the engineers and managers in the 
past have been able to raise output per 
manhour—namely, about 2% a year. 
Between 1947 and 1948, for example, 
hourly earnings in manufacturing in- 
creased 8.7% %. If the price of labor rises 
faster than output, an offsetting increase 
in price is necessary. To the extent that 
prices advance, unions are defeated in 
their purpose of raising the standard of 
living of their members. Consequently, 
the wage demands of unions must be 
regarded as fundamentally demands 
that industry raise the productivity of 
labor. 


A 3% rise in output per manhour 
would permit a large diversion of prod- 
uct for national defense, social secur- 
ity, and relief and still allow a fairly 
rapid rise in the standard of living of 
the rest of the community. 


It is important that the government 
remove some of the impediments which 
its policies impose upon the expansion 
of industry, and that, in particular, it 
help to improve the quality of business 
births and to reduce the infant mortality 
rate among business concerns and that 
it remove the special penalties which 
it now imposes on people who attempt 
to derive income from the ownership 
of stock in corporations. 


Requirements a Public Interest 


The rapid rise of trade unions in the 
last 15 years confronts the community 
with a multitude of new problems. To- 
day there are many millions of jobs 
which may only be held by men who 
are in good standing in trade unions. 
Consequently, the admission require- 
ments of unions and the administration 
of discipline by unions has become 
affected with a public interest. It is ne- 
cessary for either the trade union move- 
ment or the government to assure that 
all unions are open to new members 
on reasonable terms and that no mem- 
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SPECIALIZING IN THE SETTLEMENT OF ESTATES 
FOR 62 YEARS 


Trust Funds over $275,000,000 


FIDELITY TRUST COMPANY 
PITTSBURGH, PA. 


BROOKLYN TRUST 


COMPANY 


NEW YORK OFFICE: 
26 Broad Street 
New York 4, N. Y. 


MAIN OFFICE: 
177 Montague Street 
Brooklyn 2, N. Y. 





Condensed Statement of Condition, June 30, 1949 


RESOURCES 


Cash on Hand and due from Federal Reserve 


Bank and Other Banks 
U. S. Government Securities . 


$ 64,167,647.73 
123,544,039.67 


State and Municipal Bonds . 9,897,720.40 
Other Securities ; 2,290,699.60 
Loans and Bills Penchead 27,776,626.78 
Bonds and Mortgages 1,000.00 
Bank Buildings 2,500,000.00 
Other Real Estate . 1,000.00 
Customers’ Liability on hatideibihe 3,622.08 
Other Resources 537,204.53 


LIABILITIES 


$230,719,560.79 


Capital «. $ 8,200,000.00 
Seesius.. .-. °s 6,000,000.00 
Undivided Profits . 1,735,639.09 
Reserve for Contingencies 784,611.83 
Reserves for Taxes, Expenses, etc. 729,238.30 
Dividend payable July 1, 1949 205,000.00 
Deposits ; 212,931,714.88 
Acceptances Cumeeaiiag,: 3,622.08 
Other Liabilities 129,734.61 


$230,719,560.79 


United States Government and State and Municipal bonds 
carried at $22,665,179.38 are. pledged to secure public 
deposits and for other purposes, as required by law. 


One a the Oldest Trust Companies in the United States 


ae -—— -MEMBER FEDERAL DEPOSIF INSURANCE CORPORATION—-——-— ~~~ 
NEW YORK CLEARING HOUSE ASSOCIATION AND FEDERAL RESERVE SYSTEM 


ber is arbitrarily deprived of his mem- 


bership. 


With two-thirds of the workers in 
manufacturing, four-fifths in  con- 
struction, four-fifths in mining, and 
four-fifths in transportation belonging 
to trade unions, the scope of allowable 
industrial conflict becomes of public 
concern. The community has sought to 
encourage men to organize because it 
believes that they needed additional 
bargaining power in dealing with em- 
ployers. With unions existing in so 
many plants, there is great danger that 
one party or the other will attempt to 
force neutrals to help it impose econo- 


mic pressure upon the other party to 
the dispute. Hence, effective ways must 
be found of protecting neutrals. 

So strong is the individualistic tradi- 
tion among both employers and trade 
unions I expect that industrial relations 
in this country will have to be conducted 
within the framework of a fairly com- 
prehensive set of laws. 


Only 1% Stockholders 


More than half of the industrial capi- 
tal of the community is held by corpo- 
rations. The TNEC put the number of 
corporate stockholders at 8 to 9 million. 
More recent studies by the Federal Re- 


Not the Years 
But What the Years Have Taught 


Our business is the buying and selling 


of securities. As such, we have success- 


fully served the needs of institutional 


and individual investors for many years. 


In this task, it has been our constant 


aim to be informed concerning all aspects 


of the markets, relating them to our 


clients’ objectives at the time of pur- 


chase or sale. 


This ability to maintain a continuing 
check on the pulse of markets has re- 


sulted in sound advantages to many. 


It is always available to investors in 


terms of information and action. 


R. W. Pressprich & Co. 


68 William Street 
NEW YORK 5 


201 Devonshire Street 
BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 


serve Board indicate that the number 
may be between 5 and 6 million. Even 
the TNEC figure, however, indicates 
that only one out of ten adults owns 
stock in American corporations. 


The people of the United States have 
never been particularly attracted by 
corporate securities. During the 20 
years 1909 to 1929, the largest single 
source of corporate funds was retained 
earnings—about $37.3 billion. In the 
same period, public issues of bonds 
and notes were $27.1 billion and public 
issues of stock were $21.3 billion. Dur- 
ing recent years, however, the willing- 
ness of individuals to buy corporate se- 
curities has been weaker than ever. The 
estimates of the Securities and Exchange 
Commission indicate that in ten out of 
the last sixteen years, the investments 
of individuals in corporate stocks and 
bonds diminished. During 1947 and 
1948 individuals made a small increase 
in their investment in corporate securi- 
ties, but this increase represented only 
about 10% of personal savings and 
about three-fourths of it consisted of 


bonds. 


The achievement of a great increase 
in the number of stockholders in corpo- 
rations is likely to be more difficult 
than obtaining a sufficient amount of 
investment-seeking funds. In order for 
corporations to take root in the com- 
munity and to become a real part of 
it, probably about one out of every 
three adults should be owners of shares. 
This would mean about 30 million 
stockholders. Such an increase could be 
accomplished only by persuading mil- 
lions of persons of moderate means to 
become stockholders. But the common 
stocks of most companies are not a 
suitable investment for persons of mod- 
erate means. Hence corporations should 
be prepared to offer securities particu- 
larly appropriate for persons of moder- 
ate means—such as a form of preferred 
stock. In some instances preferred 
stocks with special features, such as 
conversion privileges, may be desirable. 
The cost of marketing securities in 
small lots is an impediment to gaining 
wide distribution of ownership. Conse- 
quently, changes in marketing methods 
are needed. 


A A A 


The Communist at Capital rants 
With idealistic choler 

“Since I will share my cent with you 
Why wont you share your dollar.” 


A A 
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At the last Mid-Winter Trust Confer- 
ence of the American Bankers Association, 
a great deal of interest was manifested in 
the Shop Talk session on Smaller Trust 
Departments. Responsive to that interest, 
the editors of Trusts AND EstTATEs invited 
the panel members to discuss, in these 
pages, their observations on questions of 
major concern under four headings: Bus- 
iness Development, Policies for Acceptance 
of New Business, Administration, Operating 
Activities: The first of these is covered 
here; the remaining topics will be reported 
in subsequent issues. 

We are indebted to Gilbert T. Stephen- 
son, leader of the panel, for cooperating 
in the selection of questions, to William 
M. Baker, assistant trust officer, The 
Summit (N.J.) Trust Co., for serving as 
a clearing house and liaison with the 
panel, and to panel members Robert Y. 
Garrett, Jr., vice president and trust offi- 
cer Farmers Bank & Trust Co., Lancaster, 
Pa.; Earl G. Schwalm, trust officer, Lin- 
coln National Bank & Trust Co., Fort 
Wayne, Ind.; and George D. Vick, trust 
officer, First Citizens Bank & Trust Co., 
Raleigh, N. C.—Editor’s Note. 


By Robert Y. Garrett, Jr. 


Most Effective and Economical 
Methods for Developing Business 


Every bank has, among others, the 
following sources from which trust busi- 
ness may be obtained: Directors, officers 
and employees; commercial and trust 
customers; trust beneficiaries; stock- 
holders, and safe deposit customers. 


The effect of public reaction is of 
great importance when a will of a di- 
rector, officer or employee is probated 
and he has named his institution as 
the executor and/or trustee of the 
estate or trust. The bank’s own director- 
ate and the officer-employee family is 
the starting point for any development 
plan. The success of any plan depends 
upon the enthusiasm which can be gen- 
erated in it. 


Informing the Public as to Services 


The first requisite of informing the 
public is education of the Trust and 
Commercial Department employees. 
The personnel of the bank can be de- 
veloped into trust salesmen if they un- 
derstand the function of the Trust De- 


)Partment and the service it can render 
)'o the community. Such education may 
be obtained either through A.I.B. classes 
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SMALLER TRUST DEPARTMENTS 


1. BUSINESS DEVELOPMENT 


or group meetings in the institution. In 
words that are easily understood, it 
should be explained what trust service 
means, what services the Trust Depart- 
ment has to offer, and what the Trust 
Department can do better than anyone 
else. 


Trust service has been quite unknown 
to the public because very little effort 
was made to inform them about it. Some 
ways of informing the public as to the 
varied types of service which can and 
are being efficiently and effectively rend- 
ered are: 


A. Properly administering existing 
trusts . . . This effectively gener- 
ates good will. 


B. Advertising . . . Be sure that it is 
easily understood. This may be a 
cooperative effort of all local trust 
institutions. 


C. Addressing civic clubs and organ- 
izations, thus reaching persons 
who are generally representative 
citizens interested in trust service. 


D. Estate planning service . . . mak- 


ing personal contacts. 


Any method that is used to inform 
the public must be adopted on the basis 
of a continuing program as it will take 
time to develop a plan to the point that 
it will reach those intended to be inter- 
ested in the services. 


By Earl G. Schwalm 


What is the Best Way to Get the 
President, Members of the Board, 
Etc., Trust-Minded? 


Trustmen have every reason to be 
enthusiastic about trust business, be- 
cause it is a fine service. Enthusiasm is 
contagious and within proper limits it 
is certain to infect the president, execu- 
tive officers, board members, stockhold- 
ers and customers. Don’t refer to our 
work as a racket and our office as a shop. 
It becomes increasingly simple to get 
them to reflect our views and attitude 
and to carry our story to prospective 
trust customers. The stockholders and 
customers will be influenced to some 
degree by the president’s inclusion of a 
story of trust department activity in his 
annual report. Once we become consci- 


ous of our opportunities to sell ideas, 
we will recognize many trust functions 
that can and should be publicized. This 
is particularly true of charitable wills 
and trusts. 


How Can the Board be Induced to 
Provide an Adequate Budget? 


No bank should undertake to organ- 
ize and operate a trust department with- 
out the full and unlimited blessing and 
support of the members of the board. 
That must include an adequate budget 
to properly equip his department, en- 
gage adequate personnel and publicize 
trust services. In all probability, the net 
result will be to subsidize the depart- 
ment until it has adequate time to grow 
on a soun dbasis. This subsidy process 
should be understood at the time of the 
decision to engage in trust business. 


It is much better to provide an ade- 
quate budget and subsidy to create a 
good trust department that can become 
profitable at a fairly early date, rather 
than to be penny wise—pound foolish 
by way of subsidizing a poor trust de- 
partment the entire time of its existence. 
Many directors have assumed the unfair 
premise that all trust departments are 
unprofitable and that a subsidy is the 
order of the day. One of the trust officer’s 
important executive duties is to influence 
the board and to keep the trust activity 
before the members at all appropriate 
times. It appears to be extremely impor- 
tant to include in the budget the expense 
of professional consultants who have the 
“know how” and the material to present 
to the board and thus cement the’ need- 
ed support. 


How Can Good Relations With 
Lawyers be Promoted? 


Our every day transactions with law- 
yers will write a record, and the record 
will be good or bad, depending on how 
we conduct our affairs. The lawyer is 
a member of a profession which re- 
quires a great amount of knowledge, 
skill and technique, and he is entitled to 
pursue that profession without inter- 
ference by laymen. Good relations with 
lawyers can be developed only when 
trust officers are genuine and sincere in 
their refraining from practicing law. 


(Continued on page 441) 
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Pennsylvania Banks 


Hold Open House 





Guests at buffet supper served by Land Title Bank and Trust Co., (Philadelphia) at their 
“Open House” during Know Your Bank Week. 


ENNSYLVANIA’S first state-wide 

“Know Your Bank Week” proved a 
highly successful achievement with re- 
sults exceeding the expectations of its 
sponsors, the Pennsylvania Bankers As- 
sociation. Hundreds of banks and trust 
companies throughout the state partici- 
pated in observance of the program, 


June 6th through the 11th. 


The activity, designed to bring about 
better and closer understanding between 
banks and public, sought to give the 
average individual an insight into the 
workings of the banks. Specifically, the 
tenor of the week was that public and 
banks should know each other better; 
that banks sought to help the individual 
as well as the large company; that banks 
were friendly institutions always ready 
to listen to an individual’s problems and 
help him if possible. These ideas were 
stressed in the cooperative advertising 
run through the week by the banks, and 
were emphasized in radio and television 
programs. 


Newspaper Supported 


Six hundred and eighty seven thous- 
and, one hundred pamphlets on “Know 
Your Bank Better,” 1,567 posters, and 
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347 mats, were sold to participating 
banks. While the Committee is still col- 
lating data, it is believed that virtually 
every newspaper in the state carried 
stories on the week. Many had front 
page articles, many had editorials com- 
mending the banks and their achieve- 
ments. 


Business Collaborated 


Programs were informal. For the 
most part they took the form of guided 
tours by staff members who showed the 
visitors behind the scenes in the actual 
operation of the various departments, 
with emphasis in many cases on the 
modern machinery. Customers, deposi- 
tors, school children, employees’ famil- 
ies, stockholders, and “just plain folks” 
accepted the invitation and saw varied 
kinds of descriptive and explanatory ex- 
hibits. Some organizations held open 
house. An awed thrill was given some 
Philadelphia high school students when 
Philip M. Poorman, Cashier of the Fed- 
eral Reserve Bank of that city, let them 
hold in their hands a bundle of a million 
dollars in $1,000 bills. In a number of 
cities business firms cooperated with the 
Committee by making available win- 











dows for displays on banks and bank- 
ing. 

Norman H. Hayes, President of the 
PBA, and Charles S. Krumrine, Chair- 
man, Group I, of the PBA, received 
from Mayor Bernard Samuel of Phila- 
delphia, in company with City Treasurer 
Ralph W. Pitman, the Mayor’s procla- 
mation designating June 6-10 as “Know 
Your Bank Week.” Philadelphia was 
joined by more than a score of other 
cities, including the next largest, Pitts- 
burgh, all of whose mayors issued proc- 
lamations to the same effect. Governor 
James H. Duff made a public statement 
praising the accomplishments of the 
banks and their services to the communi- 
ties, states and nation, and urging all 
to visit the banks. D. Emmert Brum- 
baugh, Secretary of Banking for the 
state, took to the air over Philadel- 
phia’s Station KYW, to discuss “State 
Banking Department Policies and_ the 
Public.” 


















Started at Meadville 


“Know Your Bank Week” had its in- 
ception when, two years ago, John D. 
Bainer, President of the Merchants Na- 
tional Bank and Trust Company of 
Meadville, conceived the idea for his 
bank. It proved highly successful and 
the idea was suggested to the PBA that 
it be made state-wide, with a definite 
week set aside and all the banks partici- 
pating at the same time. To carry out 
the program, the PBA designated Mr. 
Bainer chairman of the Committee. The 
wide public response has created con- 
siderable discussion among the state’s 
bankers to the effect that it be made an 
annual event. There is a possibility that 
the PBA Council of Administration will 
move toward that end at its Fall meet- 
ing. 

The week was watched with interest 
by state banking associations from other 
states, a number of whom wrote the 
PBA for details indicating that they 
planned similar activities in their states. 
From many sources have come sugges 
tions and predictions that the near fu- 
ture may see a “Know Your Bank 
Week” on a national scale, with all of 
the country’s 15,000 banks participa- 
ting. 
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Bank Uses Manufacturer’s 
Advertisements 


Industry’s efforts to sell the American 
system of free enterprise is not news. 
Nor is it news when a commercial bank 
directs its advertising to the same pur- 
pose. However, when a commercial bank 
adopts the copy and layout of a large 





Price tags in terms of working hours. 
manufacturer’s national campaign to 
preserve the American way of doing 
business, it jumps right into the “man- 
bites-dog” classification. 


That is what The Provident Trust 
Company of Philadelphia is doing with 
the series of advertisements launched by 
SKF Industries in January. 


First copy adapted to Provident’s use 
was based on the full-page two-color ad 
SKF Industries ran in February. It de- 
picts two automobiles — one of vintage 
1910, the other a modern streamlined 
job. Each bears a price tag in terms of 
working hours of an American wage 
earner of the respective period. 


The copy strikes the theme that no one 
group of men was wholly responsible for 
the advanced techniques, enterprise and 
productivity that have achieved Amer- 
ica’s high standard of living, but that it 
was brought about by all Americans 
working together in the American way. 

To this Provident has added a para- 
graph of its own: 

“In providing broad banking facilities, 
essential to our economy, Provident has 
been serving thousands of businesses for 
84 years. We have seen the free develop- 
ment of business, under the American 
system, create an ever higher standard 
of living — raising the pay and pur- 
chasing power of our people to a level 
never dreamed of in other parts of the 
world.” 

In commenting on the plan, William 
R. K. Mitchell, president of Provident, 
said “American banking, like American 
industry, has been nourished by the 
American system of free enterprise, 
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which has made our country the most 
powerful nation on earth, and our people 
the best housed, the best fed, and the 
best dressed, The Provident Trust Com- 
pany is keenly aware of its obligation to 
do all it can to preserve the American 
way of life. The SKF Industries adver- 
tisements present the case in such clear 
and interesting terms that we are glad to 
make use of them so that every news- 
paper reader may know what the priv- 
ilege of being an American means to him 


and his children.” 
A A A 


Business 
Developments 
(Continued from page 439) 


However, probate procedure is a very 
complicated phase of general practice 
and good trust institutions, with the 
help of their professional advisers, can 
do much in the way of promoting good 
relations by issuing bulletins on taxes, 
recent court decisions involving probate 
procedure, and numerous booklets for 
distribution on joint property, effect of 
changes in tax laws, life insurance estates 
and numerous other subjects which are 
of current interest. In many instances 
well informed trust officers can be help- 
ful to probate lawyers in the discussion 
of the administrative phases of estate 
planning and trust administration. In 
other words, if we have a high regard 
for the professional status of lawyers 
and will confine our activities to admini- 
strative procedure, we are bound to pro- 
mote good relations with them. 





Bank Host to Underwriters 


More than 60 underwriters from Elk- 
hart and northern Indiana counties were 
guests at a recent dinner meeting tend- 
ered by St. Joseph Valley Bank. Layman 
Hay, of the City National Bank & Trust 
Co., Chicago, addressed the group. 
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ONTARIO TRUST MEETING 


T the annual meeting of the Trust 

Companies Association of Ontario, 
held in Toronto on May 31, J. Allyn 
Taylor of The Canada Trust Co. was 
elected president, succeeding Henry E. 
Langford of Chartered Trust Co. R. S. 
Anderson of Crown Trust Co. was 
chosen vice president. 


The Association presented a two-pen 
desk set to Laurence G. Goodenough on 
the occasion of his resignation as secre- 
tary-treasurer to devote his full time to 
the practice of law. Retiring president 
Langford paid tribute to Mr. Gooden- 
ough as the mainspring of the Associa- 
tion during the past twelve years. In 
that period he has also served as Ontario 
legal editor for T.&E. Mr. Goodenough 
will be acting secretary-treasurer until 
a successor is chosen, and will continue 
to serve T.&E. 


Another feature of the meeting was 
the graduation of the first class in the 
Trust Companies Course given by W. 
Queens University in cooperation with 
the Association, under the leadership of 
A. Roy Courtice of Toronto General 
Trusts Corp. Dr. A. W. Mackintosh, 
university official, presented the diplo- 
mas to the six graduates, five of whom 
are shown in the accompanying photo- 
graph. There are now 181 students reg- 
istered in the course. (For description, 


see Mar. *48 T&E, p. 237.) 


In an address at the general meet- 
ing, Dr. Mackintosh remarked that the 
world’s need for investment and food 
will remain great over the next decade, 
making Canada’s position relatively 
favorable in a difficult world. The edu- 
cator pointed to the trust graduates as 
a symbol of the imperative need in the 
business world for combining training 
and experience. 


Year’s Developments 


The report of the Executive Commit- 
tee cited a number of developments 
affecting the trust business during the 
past year, among them the relaxation of 
controls over foreign exchange, rentals 
and prices. Further reductions were ac- 
complished in income tax and succes- 
sion duties. The committee mentioned 
that, as a result of cooperative confer- 
ences with officials of the Income Tax 
Department, the time for filing various 
fiduciary and agency information re- 
turns has been put on a satisfactory 
basis, and the forms are being studied 
for simplication and ease of completion. 


The amendments to the Dominion 
Succession Duty Act have, among other 
things, increased the size of exempt 
estates from $5,000 to $50,000; re- 
moved the 50% limit on the exemption 
for gifts to charity; and established that 
shares of companies incorporated in 





StanpInc: Five members of graduating class in Trust Companies Course: J. C. Carman, 
G. B. G. McCarthy, H. M. Hale, W. G. Henderson, B. L. Palmatier. 


Seateo: L. G. Goodenough, H. E. Langford, Dr. W. A. Mackintosh, J. Allyn Taylor. 
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Canada are deemed to be situate in 
Canada. Changes in the Ontario Act 
provide that property passing to the 
widow, children or other preferred bene- 
ficiaries is exempt from duty where the 
aggregate estate does not exceed $50,000 
(instead of $25,000); expand the ex- 
emption with respect to gifts to religi- 
ous organizations; and permit payments 
of duty on life estates and annuities to 
be spread out over a period of ten years. 


Trust business continues to grow, 
with several new branches having been 
opened among the 23 association mem- 
bers, bringing to 126 the total of offices 
throughout Canada. Estates, trusts and 
agency funds of member companies at 
the end of 1948 amounted to $2,864.- 
379,847, an increase of $78,988,277. The 
Executive Committee suggested a sur- 
vey of the size and income of estates 
and trusts being administered by Can- 
adian trust companies. 


In his presidential address, Mr. Lang- 
ford commented that the growth of 
trust business has not kept pace with 
the advances in other directions. While 
total assets of trust companies increased 
24° in the past ten years, this figure 
pales into insignificance against that for 
national income, 170%; bank deposits, 
140%; life insurance at risk, 91%; and 
cost of living (1935-39) 60%. 

As a means of improving the relative 
situation, Mr. Langford suggested a re- 
consideration of a cooperative public 
relations program by the Association, 
which was rejected sometime.ago but in 
his opinion deserves further study at 
this time. Almost every type of business 
finds it essential to tell its story to the 
public through an enlightened public 
relations program, Mr. Langford re- 
marked, and it is especially important 
for the trust business to forestall ad- 
verse legislation supported by a public 
ignorant of the nature of its services. 

Citing the creation of a new commit- 
tee to study the subject of common 
trust funds, the outgoing president 
urged further research into the various 
problems of the trust business. Mildly 
upbraiding trust companies for too 
often following instead of pioneering 
improvements, he called attention to 
the fact that they have been so slow in 
dealing with the investment question 
that a substantial percentage of testators 
are using the life insurance Act to de- 
fine their fiduciaries’ investment powers. 
The Association must remain “alert, 
keen, and progressive to keep abreast of 
all problems which will confront us in 
the dynamic world in which we live.” 


Mr. Langford concluded. 
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HE question-box period has _be- 

come a perennial feature of the 
Connecticut Trust Conference. The 
twelfth renewal in May, under the usual 
able leadership of G. Harold Welch, 
vice president and trust officer of The 
New Haven Bank, N.B.A., had as its 
panel members: 

Frederick J. Rathbun, assistant trust 
officer, First-Stamford National Bank & 
Trust Co., on trust administration; John 
D. Britton, managing partner, Conning 
& Co. & Ballard, Hartford, on invest- 
ments; Robert E. Ramsay, president, 
New Haven Gas Light Co., on public 
viewpoint; and Mary E. Manchester of 
New Haven, on legal aspects. The fol- 
lowing is a summary of the proceedings, 
rearranged by subject matter. 


Investments 


Over-all corporate dividend disburse- 
ments in 1949 will not equal those of 
1948, according to Mr. Britton. The 
decline will occur mainly in the indus- 
trial segment, with banks, insurance 
companies and utilities (other than com- 
munications) at least holding their own. 

The question of the desirability of 
an approved list of trust investments 
has its pros and cons, in the opinion 
of Mr. Britton. Its chief disadvantage 
lies in the matter of timing. A list must 
possess flexibility as to prices. Mr. Rath- 
bun commented that a selected list 
might be advantageous where a sub-com- 
mittee has the responsibility for invest- 
ing small amounts of cash resulting from 
unexpected calls or payments in the in- 
terim between regular reviews. A mem- 
ber observed that the principal advant- 
age of a list is its tendency to avoid too 
great a number of items requiring su- 
pervision. 

The purchase of shares in investment 
trusts is affected by two unfavorable 
factors in certain cases, according to Mr. 
Britton: the loading charge and the dis- 
tribution of profits under the appearance 
of income. 

It is not possible to coordinate the 
ratio of common stock investments in a 
trust account with the purchasing power 
of the dollar, Mr. Britton observed. The 
best that can be done, he said, is to ad- 
here to quality and adjust the percent- 
ages of fixed income securities to equate 
to the needs of the individual trust, 
with a slightly heavier adjustment for 
the long-term cycle. 
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A fifty-fifty diversification between 
government bonds and highest grade in- 
dustrial stocks would not be advisable 
at any time, and especially not now after 
ten years of boom times, Mr. Britton 


declared. 
Legal and Tax 


On the authority of a trustee to re- 
duce the rate of interest on a mortgage 
without order of court, Miss Manchester 
expressed an affirmative opinion, pro- 
vided this action would be considered 
a wise investment policy. Where sub- 
stantial sums are involved and the pro- 
priety of the action may be challenged, 
she suggested prior court approval. 


U. S. “G” Bonds must be appraised 
at par plus accrued interest in the estate 
of a deceased owner for Connecticut 
and Federal death taxes, Miss Man- 
chester responded to the first of a two- 
part question, because the bonds could 
have been cashed in at death at that 
figure. On the other part of the ques- 
tion, however, the estate of the life 


Current Trust Questions 





beneficiary of a trust which includes 
“G” Bonds is not entitled to accrued in- 
terest to date of death. This irreconcil- 
able situation may require a test case, 
Miss Manchester suggested. 


Whether an executor, who finds an 
unrecorded deed from decedent to wife 
in the decedent’s jointly held safe de- 
posit box, should record the deed de- 
pends upon whether it was ever de- 
livered to her by decedent, Mr. Rath- 
bun and Miss Manchester responded to 
this mixed administrative and legal 
question. Relevant factors in this de- 
termination would be the type of prop- 
erty—business or residential, the wife’s 
awareness of the deed, her access to the 
box, who paid the taxes and repairs, 
etc. In the large majority of cases, the 
property has probably continued to be 
treated as the husband’s. The deed 
would thus have to be recorded and 
the property would be taxable in the 
husband’s estate. Perhaps the safest 
course would be to report the facts to 
the Probate Court and let it decide. 





THE VACATION SEASON IS HERE! | 
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Contrary to the rule in other states 
such as New York and Ohio, Miss Man- 
chester stated that in Connecticut the 
widow of the settlor of a revocable or 
irrevocable trust in which he reserves 
the income for life, with remainder to 
children, may not claim her statutory 
share in the trust property. 


Public Relations and New Business 


There is not sufficient information in 
the bank to let its depositors know that 
it is in the trust business, according to 
Mr. Ramsay. There should be something 
to attract the customer’s eye and lead 
him over to talk to the trust officers. 
The best advertising medium is speci- 


OMPLETE ancillary ser- 
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banks and trust companies, 
with efficient handling of 
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ally prepared, personalized direct mail 
to a selective list of the bank’s own de- 
positors and safe deposit box holders, 
Mr. Ramsay said. He added that the 
banks of a city should consider estab- 
lishing a revolving fund to hire an able 
advertising agency to prepare effective 
newspaper copy. This, he said, should be 
the best medium for getting the trust 
story across, including the fact that 
trust service is not expensive. 


On the latter phase, Miss Manchester 
said it is not so much a question of the 
amount of the charge but that the serv- 
ices rendered are worth the cost. Mr. 
Rathbun further remarked that the estate 
is not required to pay a surety bond 
premium where a corporate fiduciary 
acts, and the expense of successor ap- 
pointments, attendant upon death or 
removal of an individual, is likewise 
avoided. 

The policy with respect to co-fiduci- 
aries aroused considerable discussion. 
Mr. Ramsay observed that psycholog- 
ically the beneficiary might feel better 
with a co-trustee in the picture. The 
general policy from floor comments 
seems to prefer a sole capacity but to 
accept a co-appointment where the sit- 
uation calls for it. The question of a 
taxable power of appointment where a 
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widow acting as co-trustee has a right 
to use principal was raised. Another in- 
teresting observation from the floor 
pointed out the difficulties that might 
arise where the individual co-trustee is 
a beneficiary, a fact which may influ- 
ence her or his judgment on matters 
affecting income or principal. 


Displays of products of a_bank’s 
customers would be beneficial in pro- 
moting public and customer relations, 
asserted Mr. Ramsay. The public gener- 
ally does not realize what industry has 
done for the community and _ banks 
should participate in civic activities of 
this nature. 


It is not the general practice to write 
to a company declaring a dividend pay- 
able in the stock of a wholly owned 
subsidiary, in order to determine 
whether it is a dividend in partial liquid- 
ation or from surplus, Mr. Rathbun 
stated. Rather, this information is ob- 
tained through the regular services, and 
in the meantime the dividend should be 
held in principal so that an adverse 
decision by the company cannot prove 
harmful. 


Two steps are being taken by Con- 
necticut trust departments to maintain 
an adequate margin of net earnings, Mr. 
Rathbun reported. The first is an up- 
ward revision of fees; the second is use 
of the common trust fund. Mechaniza- 
tion of accounting equipment was also 
cited as important. 


The existing fee apportionment stat- 
ute had not been availed of by his insti- 
tution and most others, Mr. Rathbun 
reported, primarily because it was not 
applicable to existing accounts (a situa- 
tion which was corrected at the recently 
adjourned legislative session). A mem- 
ber cautioned against construing this 
change as making it possible to charge 
greater fees. It merely provides a fair 
method of dividing the fee between in- 
come and principal. 


The presence of two officers during 
audits and examinations of securities is 
a needless waste of time, in the opinion 
of Mr. Rathbun. This dual control reg- 
ulation penalizes the department’s effici- 
ency in the face of the presence of the 
bonded examiners and consequent un- 
likelihood of collusion or defalcation. 


To a question as to whether it is the 
practice to comply literally with the 
statutory requirement that a nominee 
endorse the stock certificate in blank, 
Mr. Rathbun replied in the affirmative, 
protection being afforded by entrusting 
the securities to officers other than those 
forming the nominee partnership. 
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CONNECTICUT 


Bridgeport—George Macy Wheeler re- 
tired as vice president and trust officer 
in charge of the trust department of the 
First NATIONAL BANK & TRUST Co., his 
duties being assumed by J. Walker Hill, 
who was promoted to that position last 
February. 


DISTRICT OF COLUMBIA 


Washington — 
Nelson J. Foster 
has been elected a 
vice president of 
the NATIONAL SAV- 
INGS & TRUST Co., 
in charge of the in- 
vestment research 
department. Mr. 
Foster became as- 
sociated with the 
company in 1932, 
and has been active in the work of the 
Fiduciaries Section of the District of 
Columbia Bankers Association. 





NELSON J. FOSTER 


Miami—George D. Vick has joined the 
trust department of THE FIRST NATIONAL 
BANK, having resigned as trust officer of 
the First-CITIZENS BANK & TRUST Co. 
of Raleigh, N. C. 


GEORGIA 


Atlanta—First NATIONAL BANK pro- 
moted J. Benjamin Moore to assistant 
trust officer. Recently graduated from 
Woodrow Wilson College of Law magna 
cum laude, Mr. Moore began at the First 
National: in 1927. During the war he 
served with the 459th Bombardment 
Group, returning to the bank in 1945. 


ILLINOIS 


Bloomington & Chicago—William V. 
McKinzie has resigned as cashier, as- 
sistant trust officer and a director of the 
NATIONAL BANK of Bloomington, to be- 
come president of the Steel City Bank of 
South Chicago, Chicago. 


Chicago — T. J. 
Herbert has been 
advanced to vice 
president of the 
AMERICAN NATION- 
AL BANK & TRUST 
Co. He served as 
assistant trust offi- 
cer since 1944, af- 
ter being with City 
Bank Farmers 
Trust Co. of New 
York for 15 years. Mr. Herbert is a mem- 
ber of the faculty of the Graduate School 
of Banking, Rutgers, N. J., of which he 
is also an alumnus. 





THOs. J. HERBERT 
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TRUST PERSONNEL CHANGES 


INDIANA 


Brookville — FRANKLIN COUNTY NaA- 
TIONAL BANK has elected Carl C. Hofer 
as president to succeed Charles L. Mas- 
ters, who becomes chairman of the board; 
advanced William F. Reifel to cashier 
and trust officer, and Larry Hannebaum 
to assistant trust officer in addition to 
assistant cashier. Mr. Hofer heretofore 
was vice president, cashier and trust of- 
ficer. 


Indianapolis — AMERICAN NATIONAL 
BANK has appointed William F. Hoffman 
as counsel for its trust department. A 
graduate of Butler University and In- 
diana University Law School, Mr. Hoff- 
man will be responsible for legal and tax 
matters of estates and trusts adminis- 
tered by the bank. 


IOWA 


Council Bluffs—First NATIONAL BANK 
(which received trust powers recently) 
has as its vice president and trust officer 
Roy Maxfield. 


LOUISIANA 


Shreveport—B. F. Barnett became the 
new president of COMMERCIAL NATIONAL 
BANK succeeding Jacob Embry, who ad- 
vanced to chairman of the board. Mr. 
Barnett recently resigned as vice pres- 
ident of the First NATIONAL BANK & 
Trust Co. of Tulsa. 


MARYLAND 


Baltimore—Stanley B. Trott advanced 
to the presidency of MARYLAND TRUST Co., 
succeeding Heyward E. Boyce, who con- 
tinues as chairman of the board; Senior 
vice president William J. Casey was 








made vice-chairman. The new president 
began more than 30 years ago with the 
Drovers & Mechanics National Bank, 
which merged with Maryland Trust Co. 
in 1930. He is an alumnus of the Amer- 
ican Bankers’ Association Graduate 
School of Banking. 


MASSACHUSETTS 


Worcester—Allan P. Lucht has been 
appointed vice president of WORCESTER 
County Trust Co. Mr. Lucht comes from 
Scudder, Stevens & Clark, investment 
counsel, New York, to head the invest- 
ment division of the trust department, 
succeeding Louis LeB. Chapin, retired. 


MISSOURI 


St. Louis—D. P. Crecelius was elected 
vice president and trust officer of LEMAY 
BANK & TrRustT Co. 


NEW JERSEY 


Hackettstown—Herbert L. King, for- 
mer cashier and assistant trust officer, 
has been elected president of PEOPLES 
NATIONAL BANK to succeed the late J. 
Miller Welsh. 

Montclair—BANK OF MONTCLAIR ad- 
vanced Walter J. McLaren from assistant 
trust officer to trust officer. 

Newark—Herbert G. Fautz, who en- 
tered the trust department of FIDELITY 
UNION Trust Co. in 1942, has been pro- 
moted to assistant trust officer and as- 
sistant secretary. 


NEw YORK 


Buffalo—Bert E. Esperson, assistant 
vice president of MANUFACTURERS & 
TRADERS TRUST Co., has been placed in 


Modern "49ers wave at the opening on June 6 of American Security & Trust Co.’s new 

Woodley Park branch, Calvert St. and Connecticut Ave., Washington, D. C. To the left of the 

new bank building is a drive-in window for motorists, the only one in the District of Colum- 

bia. The Branch is completely air-conditioned while an outdoor sun terrace is available for 
off-hours relaxation by personnel. 
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charge of the Main-Genessee office. Mr. 
Esperson was formerly head of the es- 
tate planning department, which duties 
were taken over by Howard C. Minich, 
assistant secretary, last October, when 
Mr. Esperson went with the branch de- 
partment. 

New York—Among recent promotions 
at BANK OF MANHATTAN Co., Eugene V. 
Colligan was elected assistant trust offi- 
cer. Mr. Colligan is a graduate of Colum- 
bia University and New York Law 
School, and has been with the corporate 
trust department of the bank since 1947. 

New York—CHASE NATIONAL BANK 
appointed Harry M. Lyter a personal 
trust officer. Mr. Lyter joined the trust 
department in 1929. 

New York—Two new assistant secre- 
taries elected by the Irvinc Trust Co. 
are Paul W. Howe, who has had broad 
experience in various phases of personal 
trust division work and is in charge of 
operations of that activity, and William 
H. McCoach, who has been engaged in 
practically every phase of Irving’s cor- 
porate trust work and, for the past three 
years, has been senior administrator in 
that division. 

Sigmond M. Hadel, head of corporate 
trust division operations, was made an 
assistant vice president. 


NORTH CAROLINA 
Raleigh—See Miami, Fla. 
OKLAHOMA 
Tulsa—NATIONAL BANK OF TULSA has 
elected William H. Vaughn assistant 
trust officer. 
PENNSYLVANIA 


Philadelphia — LAND TITLE BANK & 
Trust Co. promoted Richard B. Willis 





to assistant vice president, and Robert 
L. Gray, Jr., to investment officer. 

Philadelphia—Brandon Barringer, vice 
president in the trust department of the 
PENNSYLVANIA Co. FOR BANKING AND 
TRUSTS, will resign that position and, on 
September 1, become treasurer of Curtis 
Publishing Co. 


TEXAS 


Houston—NATIONAL BANK OF COM- 
MERCE elected Allyn W. Robbins a trust 
officer. Mr. Robbins resigned as a trust 
administrator of Irving Trust Co. of 
New York, after 13 years. 

Wichita Falls—Tim S. Thompson, as- 
sistant cashier and assistant trust officer 
of First NATIONAL BANK, has been ad- 
vanced to the newly created position of 
assistant vice president and assistant 
trust officer. 


WASHINGTON 


Tacoma—Alfred T. Elmer, an employee 
of the BANK OF CALIFORNIA N.A. for the 
past 28 years, has been elected assistant 
trust officer. 


WEST VIRGINIA 


Parkersburg—Howard C. Work has re- 
signed as cashier and assistant trust of- 
ficer of PEOPLES NATIONAL BANK to be- 
come assistant vice president of the UN- 
10N TRUST & Deposit Co. 


In Memoriam 


FRANK J. RYAN, vice president of the 
RHODE ISLAND HOSPITAL TRUST CoO., 
Providence, and a past president of the 
Rhode Island Bankers Association and 
chairman of its Legislative Committee. 


THOMAS P. SALMON, vice president of 
OLD CoLONY TRUST Co., Boston. 


900 members of Lincoln Rochester Trust Co., Rochester, N. Y., organization entertained 

their families at the Company’s six branches recently. A brief talk by President Raymond 

Ball was followed by entertainment and refreshments, then a tour of the main office 

premises. The group above is watching a demonstration of the machines in the Trust 
Accounting Division of the Trust Department. 
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BRIEFS 


San Diego, Cal.—Trust powers were 
granted to the UNITED STATES NATIONAL 
BANK under the Federal Reserve Act. 


Tampa, Fla.—On July first, the name 
of the First SAvincs & TrRusT Co. was 
changed to MARINE BANK & TRUST Co. 


Evansville, Ind.—Owen W. Schneider, 
vice president and trust officer of IN- 
DIANA TrusT & SAVINGS BANK, has been 
elected first lieutenant commander of 
Trinity Chapter, Rose Croix, Scottish 
Rite Masons. 

Syracuse, N. Y.—Aurie I. Johnson, 
vice president of First Trust & DEPOsIT 
Co., and head of its trust department, 
has been elected president of the newly 
created Everson Museum of Art. The 
First Trust & Deposit is executor of the 
Everson estate, which allotted a million 
dollars to a proposed new museum. 


New York, N. Y.—Lucius H. Plumb, 
assistant vice president of BANKERS 
Trust Co., has been named chairman of 
the New York Stock Transfer Associa- 
tion by the executive committee. He suc- 
ceeds Howard Smith, who recently re- 
tired as a vice president of CHEMICAL 
BANK. 

New York, N. Y.—PorRT WASHINGTON 
NATIONAL BANK & TrRusST Co. has 
changed its title to PorT WASHINGTON- 
MANHASSET NATIONAL BANK. 

Raleigh, N. C.—Leroy Martin, vice 
president and trust officer of WACHOVIA 
BANK & TRusT Co., was elected president 
of the YMCA for 1949-50. 


ALASKA 

Anchorage—The ANCHORAGE TITLE & 
Trust Co. has been established, by certi- 
fication of the Alaska Banking Board, to 
engage in general trust business. Austin 
E. Gatlin is the general manager. 


CANADA 


Montreal—It is expected that on Jan- 
uary 1, 1950, a merger will become ef- 
fective in connection with SociETE D’Ap- 
MINISTRATION ET DE FIDUCIE, the SUN 
Trust Co., and Trust Co. OF AMERICA. 
Further details are not available until 
next January. 

Nova Scotia—The EASTERN TrRusT Co. 
recently broke ground for its new office 
building at Lunenberg. When completed, 
this will be the only trust institution in 
that town, with J. D. Crease as man- 
ager. 

Montreal & Toronto — CHARTERED 
TRUST Executor Co. has changed its 
name to CHARTERED TRUST Co., as of 
July 1. 


A A A 
Bank Telecasts Opera 


The first entire opera ever filmed, Ros- 
sini’s “Barber of Seville,” was telecast 
by the City National Bank and Trust 
Company of Chicago over WGM-TV on 
June 14. 
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Short Trust Course 


The third annual Short Trust Course 
in Estate Administration was held on 
June 27-28 at the University of Connecti- 
cut, at Storrs. Sponsored by the Connec- 
ticut Bankers’ Association and State 
Banking Department in cooperation 
with the University, enrollment in the 
course was limited to 50 trust employees. 
The course this year consisted of the 
following subjects, with their teachers: 

Securing the Estates to Administer: 
William C. Fenniman, Phoenix State 
Bank & Trust Co., Hartford. 


Probate Practice and Procedure: 
Louis E. Nassau, Esq., Hartford Probate 
Court. 


Settlement of Estates: Phillip H. 
Graham, Hartford National Bank & 
Trust Co. 


Connecticut Succession Tax: Frederic 
W. Dauch, First Asst. State Tax Com- 


mission. 


Investment Decisions Arising in Estate 
Administration: Phelps Lewis, First 
National Bank & Trust Co., New Haven. 

Some Important Phases of Federal 
Estate Taxation: Ellen L. Eastman, 
C.P.A., The New Haven Bank, N.B.A. 

At the conclusion of the session, di- 
plomas were awarded by Lester E. Ship- 
pee, executive vice-president of The 
Hartford-Connecticut Trust Co., and 
Lynwood K. Elmore, Deputy Bank Com- 
missioner. 

Chairman of the Trust Course Com- 
mittee is Felix Montano, trust officer of 
The Hartford-Connecticut Trust Co. 





Second Year F.P.R.A. School 


In cooperation with Northwestern 
University, the Financial Public Rela- 
tions Association will hold its second 
year session at Chicago from August 1 
to 13, with a freshman class of fifty. 
This will be the first session at which 
the full two-year course will be offered 
and the faculty has been enlarged. 

The school provides practical back- 
ground for individuals concerned with 
public relations, advertising and new 
business development. First year stu- 
dents are given courses in Applied Psy- 
chology, History and Development of 
Financial Public Relations, Importance 
of Building Public Acceptance of Bank- 
ing, Business Development, Development 
of a Public Relations Policy, Develop- 
ment of a Public Relations Department, 
Effective Use of Words, Effective Speak- 
ing, Techniques in Influencing People, 
Salesmanship, Coordination of the Pub- 
lic Relations Program, Publicity, Ad- 
vertising, and Case Histories. 

Second year students will carry on 
with advanced work in the basics for 
freshmen and take on additional courses 
in Radio, Television, and Letter Writing. 

A A A 


Trust School in Carolina 


The 13th Carolina Bankers Confer- 
ence was held the week of July 11 at 
the University of North Carolina. The 
Trust School included courses on trust 
administration, by Gilbert T. Stephen- 
son; estate planning, by A. James Cas- 
ner; trust operations, by Robert A. Wil- 
son; and investments, by B. W. Barnard. 
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MERGERS 


Hartford, Conn.—CAPITOL NATIONAL 
BANK & Trust Co. and PHOENIX STATE 
BANK & TrRustT Co. plan to merge. 

Newark, N. J.—MERCHANTS & NEW- 
ARK TRUST Co. and NATIONAL STATE 
BANK OF NEWARK have consolidated un- 
der the name of the latter. The bank will 
be under the direction of W. Paul Still- 
man, president. 

Clifton & Paterson, N. J.—CLIFTON 
Trust Co. and First NATIONAL BANK OF 
CLIFTON have been merged with the First 
NATIONAL BANK & Trust Co. of Pater- 
son. Rufus B. Rittenhouse, president of 
Clifton Trust, and Harry M. Gilmore, 
president of the First National of Clif- 
ton, will be vice presidents. 
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Los ANGELES 

Harry M. Bardt, vice president and 
senior trust officer of Bank of America 
and president of the trust division of 
the American Bankers Association, ad- 
dressed the annual dinner meeting of 
the Life Insurance Trust Council of Los 
Angeles on June 20. Mr. Bardt pointed 
out four ways in which moderate-sized 
estates have been created in recent years, 
although high taxes have made it im- 
possible for an individual to accumulate 
a large estate from current earnings 
since 1933. These four ways, he stated, 
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ness. It does no banking 
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ST. LOUIS UNION 
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Insurance Trust Council News 


are: (1) judicious investments in secur- 
ities, (2) a rising real estate market, 
(3) life insurance, and (4) independent 
business ventures. 


More than one hundred members of 
the Council were present at Rodger 
Young Auditorium to hear Mr. Bardt, 
also discuss the primary role of insur- 
ance men in the creation of wealth. He 
pointed. out that there is no conflict be- 
tween the life insurance underwriter and 
the trustman, the former acting to cre- 
ate wealth and the latter to conserve 
wealth by dynamic and active manage- 
ment. 


In regard to new business for both 
of these groups, Mr. Bardt stated: 
“There is a vast new field of pension 
and profit-sharing plans in which both 
play an important and cooperative part. 
The surface has not yet been scratched 
in this respect. There is an educational 
job to be done by both the insurance 
man and the trustman to place before 
the employers the many advantages to 
be gained by acting promptly in the 
setting up of pension or profit-sharing 
plans, or both, for the benefit of their 
respective employees before they are 
compelled to do so. Both the employer 
and the employee have much to gain 
by voluntary rather than compulsory 
action.” 


George P. Quigley, of Provident Mu- 
tual Life Insurance Co., was elected 





ak 


president of the Council for the coming 
year, and William R. Spinney, of Title 
Insurance and Trust Company, was 
elected vice president. Alfred C. Duckett, 
C.L.U., Northwestern Mutual Life In- 
surance Co., was named secretary-treas- 
urer. 


ATLANTA 

The Life Insurance Trust Council of 
Atlanta will hold a Cocktail party at the 
Piedmont Driving Club on August 12, 
to which members of the Lawyers’ Club 
of Atlanta will be invited. This plan was 
adopted with a view to promoting closer 
association between attorneys and the 
respective Council groups. Invitation to 
the entire membership of the Lawyers’ 
Club obviates the difficulty in attempting 
to select the lawyers to be included. 


CHICAGO 

L. W. Fischer, vice president, Ameri- 
can National Bank and Trust Co. of 
Chicago, was elected president of the 
Chicago Life Insurance and Trust 
Council at the annual meeting on June 
16. Nelson Phelps of the Northwestern 
Mutual Life Insurance Co. was elected 
vice president; Victor Cullin, vice presi- 
dent, Chicago Title and Trust Co., was 
named treasurer; and Joshua Glaser of 
the Continental Assurance Co., secretary. 


INDIANAPOLIS 

Indianapolis Life . Insurance and 
Trust Council members, 67 strong, were 
guests at a dinner meeting in May spon- 
sored by The Indiana Trust Co. Paul 


A. Roth, assistant secretary of Central 






“The Crossroads of the Southeast” 


ALL TRUST SERVICES 
ALL CORRESPONDENT SERVICES 
ALL BANKING SERVICES 


FIRST NATIONAL BANK 






ATLANTA 


THE SOUTHEAST’S OLDEST NATIONAL BANK 
CAPITAL, SURPLUS AND PROFITS OVER $14,000,000 
Member Federal Deposit Insurance Corporation 









TRUSTS AND ESTATES 











JuLy 





anc 
bar 
on 

tiny 









St. 





evide 
so, T 
in th 
Stock 
holde 
certai 


Such 
“Mean 
' Tetair 
‘limite 


Subje 














Hanover Bank & Trust Co., New York, 
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Contingent Liability on Loan Commitments—$9,633,700.00 


Business Interests 
(Continued from page 411) 
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Books 


Estate Planning (1949 Edition) 


JOSEPH TRACHTMAN. Practising Law In- 

stitute, New York. 176 pp. $2.00. 

This monograph, a revision of an 
earlier cdition in the P.L.I.’s Series on 
Gurrent Problems in Federal Taxation, 
makes a most timely appearance after 
the promulgation in May of Treasury 
Regulations relating to the marital de- 
duction. Roughly one-half of the pamph- 
let is devoted to this new concept in 
estate planning and full consideration is 
given to the effects of the regulations. 


A bird’s-eye view of the contents re- 
veals the opening chapter to be an intro- 
duction to planning technique. The heart 
of the book is reached in the chapters on 
the analysis of the marital deduction re- 
quirements and the practical effects of 
the deduction on estate planning. Then 
comes a section on the features and uses 
of testamentary trusts, with analysis of 
the types of trusts which qualify for the 
marital deduction. There follows an inten- 
sive discussion of life insurance in estate 
planning, and the qualification of insur- 
ance for the deduction. The closing por- 
tions of the monograph are given over 
to inter vivos transfers, powers of ap- 
pointment, disposition of business inter- 
ests, and miscellaneous suggestions. 


A number of aspects of the pamphlet 
deserve special mention. The footnotes 
contain copious references to the book 
and periodical literature in the field, so 
that the reader may pursue his research 
with confidence that he has been directed 
to all the worthwhile sources. One of the 
most valuable and longest sections of 
this study is that on life insurance where 
the author has brought together a unique- 
ly comprehensive discussion of the im- 
portance and uses of insurance in estate 
planning. 

Another helpful aspect is the discus- 
sion of death tax apportionment pro- 
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CURRENT LITERATURE NOTES 


visions, which probably surpasses any- 
thing heretofore written on this subject. 
Novel treatment is also accorded the 
matter of common disaster clauses, a 
topic which is too frequently misunder- 
stood. With the increasing emphasis on 
use of principal for life beneficiaries, Mr. 
Trachtman’s treatment of this question 
should prove widely helpful, as should 
the pointers on exercising powers of ap- 
pointment. Also included is a practical 
discussion of what to do about the 
Church and Spiegel decisions. 


With respect to the marital deduction 
itself, the monograph offers a compre- 
hensive analysis of its theory and prac- 
tical application. Of special interest are 
the passages daling with the factors to 
be considered in determining to what ex- 
tent, if any, the marital deduction should 
be utilized; the relative merits and dis- 
advantages of using a formula clause to 
obtain the maximum marital deduction; 
and the efficacy of a disclaimer as a de- 
vice to prevent qualification of more than 
the 50% maximum deduction allowable. 

As Mr. Trachtman explains in a Fore- 
word, the nature and scope of the sub- 
ject are such that a great deal of the 
discussion must be a review of some of 
the elements of estate planning, while 
on the other the marital deduction is so 
novel and technical that an exploration 
of alternatives is necessary. 

The monograph presents a wealth of 
invaluable material for the lawyer, trust 
officer, underwriter, investment counsel 
and accountant whose work touches this 
fascinating field of estate planning. 


A A A 


Erratum 


The price of the proceedings of the 
Seventh Annual Institute on Federal 
Taxation, reviewed at page 311 of the 
May issue, was erroneously listed as $10. 
It should have read $22.50 — and well 
worth it. 
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Business Insurance 


EDWIN H. WHITE. Prentice-Hall, Inc., New 
York. 423 pp. $5.75. 


This book, by the director of the ad- 
vanced underwriting division, Insurance 
Research and Review Service, is divided 
into three closely parallel divisions: Pro- 
prietorships, Partnerships and Close Cor- 
porations. Each section deals first with 
the fundamental facts of each of these 
three business forms, and then analyzes 
the various plans which have been created 
in an attempt to avoid liquidation upon 
the death of the owner. After reviewing 
over 135 cases in detail, the author de- 
scribes a successful business-continuation 
plan for each. 

Mr. White attempts by means of actual 
cases to expose the inadequacies of the 
various business-continuation plans. His 
method takes up each possible solution 
to the problem of continuing a business, 
at the same time developing each on the 
basis of actual cases. By this method the 
insurance underwriter and lawyer is 
able to anticipate and answer questions 
with respect to any of the various meth- 
ods of perpetuating businesses. 


Legislative History of the Revenue 
Act of 1948 


PAUL A. WOLKIN & MARCUS MANOFF. 
Matthew Bender & Co., Albany. 667 pp. $10. 


In introducing the concepts of the mar- 
ital deduction and splitting of income 
for tax purposes, the Revenue Act of 
1948 undoubtedly has affected more tax- 
payers than any single measure (barring 
rate changes) since the enactment of the 
first income tax law. These novel doc- 
trines — at least insofar as common law 
states are concerned — make it most 
important to understand the background 
of the new law. This volume brings to- 
gether all the pertinent legislative his- 
tory of the 1948 Act, arranged so that 
the development of any point can be 
traced with ease. 

With increasing resort to legislative 
history by the courts, this background 
material should prove extremely useful 
should questions under the new law reach 
the litigation stage. Perhaps more im- 
portant, a knowledge of the genesis of 
certain sections, particularly regarding 
the marital deduction, may help to re 
solve a number of problems confronting 
the draftsman of a will or trust. 


Business Methods of Canadian Trust 
Companies 


WINSLOW BENSON. Trust Companies Ass 
ciation of Ontario, Toronto. 233 pp. $4.00. 


This is the first book to deal exclusive 
ly -and extensively with trust business 
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jn Canada. Mr. Winslow, a lawyer and 
corporate trust officer of National Trust 
Co. Ltd., intended this monograph as a 
supplement to the American Institute of 
Banking’s Trust Business I, which covers 
the services rendered by trust institu- 


tions. The present volume, therefore, goes~ 


into methods rather than functions. 


Extremely well written, the book is 
divided into the following chapters: 
Trust Company and Public, Selling the 
Service, Trust Services and Taxation, 
The Trustee in Action, Corporate Trusts 
and Agencies, Remuneration of Trustees, 
and The Machinery for Service. 


Major Tax Problems of 1948 
Prentice-Hall, Inc., New York. 452 pp. $10.75. 


Last October the University of South- 
ern California School of Law conducted 
an Institute on Federal Taxation which 
met with such enthusiastic response that 
the proceedings have been put into book 
form. Mention of some of the lecturers 
will indicate the authoritativeness of the 
discussions: John W. Snyder, Arthur H. 
Kent, Walter L. Nossaman, Elmo H. 
Conley, Harry J. Rudick, Maynard J. 
Toll, Thomas N. Tarleau, Frank M. 
Keesling, and William A. Sutherland. 


Topics of special interest include: 
Drafting a Testamentary Trust under 
1948 Act, Income Taxes and Deferred 
Compensation Agreements, Taxation of 
Life Insurance Used for Business Pur- 
poses, and Preparation of Estate and 
Gift Tax Returns. 


Business Life Insurance and Other 
Topics 
ALBERT HIRST. State Farm Life Insurance 


Co., Bloomington, Ill. 165 pp. Gratis to at- 
torneys. 


Designed primarily as a selling aid for 
the publisher’s agents, this attractive 
manual presents sufficient technical in- 
formation to be useful to attorneys and 
accountants. The author, counsel for the 
New York State Association of Life Un- 
derwriters, has long been active in the 
field of business insurance. 


After a preliminary discussion of bus- 
iness insurance in general, the book con- 
tains chapters on keyman, sole ownership, 
stock purchase and partnership insur- 
ance. Of considerable help should be the 
dozen illustrative forms for various types 
of agreements. Other chapters deal with 
professional conduct under statements of 
Principles, estate planning in a lawyer’s 
_ and highlights of the 1948 Revenue 

ct. 


Studies in Income and Wealth 


National Bureau of Economic Research, New 
York. 450 pp. $6. 


Made up of the papers presented at 


the 1946 annual meeting of the Confer- 
ence on Research in Income and Wealth, 
this volume is the eleventh in the series. 









“STATES 





Two of the papers are concerned with 


Juty 1949 


establishing the historical record of the 
industrial distribution of manpower. The 
difficult problem of comparing real in- 
comes in dissimilar geographic areas is 
approached. Nathan Koffsky attempts to 
compare the cost of living in farm and 
urban areas of the United States, and 
Hans Staehle analyzes the problem of 
international comparisons. National in- 
come forecasting, and fluctuations in sav- 
ing-income ratio, are treated search- 


ingly. 


Profit Sharing 


KENNETH M. THOMPSON, Harper & Bros., 
New York. 331 pp. $4. 


Both the mechanics of profit sharing 
and the implications for the American 
economy as a whole, are examined. Mr. 
Thompson reviews the history of the 
idea, the social and economic pressures 
that caused its origin, and discusses its 
relationship to goals of management and 
labor. Methods by which a company goes 
about sharing profits are illustrated by 
selected representative plans. 


What Every Corporation Director 
Should Know 


PERCIVAL E. JACKSON. The William-Fred- 
erick Press, New York. 190 pp. $3.50. 


Mr. Jackson indicates the extent to 
which directors can provide useful 
sources of management assistance to the 
chief operating executive of various 
types of corporate enterprises. Attention 
is given to the qualifications of directors, 
and the author has combined an analysis 
of the theories underlying corporate prac- 
tices with a description of the actual 
operation of those practices. Not a text 
book, this practical work for business 
men is interestingly presented in easy 
style. The book is free from the incon- 
sequential and distracting details in 
which some books on corporate practices 
bog down. 


ARTICLES 


Institutional Trusteeship: Avenues of 
Compensation Reform 


The Yale Law Journal, May. 


This extraordinary staff article is one 
of the finest expositions of the function, 
role and earnings problems of the cor- 
porate fiduciary to appear outside of the 
“trade” literature, which, incidentally, is 
copiously cited. Full justice cannot be 
done to this thirty-page paper within the 
limits of this review; hence, only the 
conclusion will be summarized. 


Citing the coming of age of the cor- 
porate trustee, the anonymous author 
remarks that whether it has also at- 
tained social ,maturity depends on its 
ability to meet the needs of the small 
investor. The whole future pattern of 
institutionalized trusteeship will be af- 
fected by the solution to the problem of 
how to render quality service at a rea- 
sonable price. Improved operational tech- 
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niques such as cost analysis and the 
common trust fund, coupled with a re- 
vised compensation system conforming 
to costs, appear to be the answer. Other- 
wise, a non-profit public trustee may be 
the only resort. 

The corporate fiduciary should not 
be required to seek that answer on its 
own. Fiduciary fees having resulted 
from custom of court or legislature, ef- 
fective change must come from them. 
State supervisory authorities should give 
their attention to this broad field of 
needed reform. 

This article should be read by every 
trustman. 


Illegal Conditions and Limitations: 

Effect of Illegality 

OLIN L. BROWDER, JR. Michigan Law Re- 

view, April. 

The most troublesome problem in con- 
nection with illegality of conditions and 
limitations concerns the validity of a 
particular dispositicn so qualified. The 
type of illegal condition occurring most 
frequently in precedent form is that en- 
coursging divorce or separation. Inas- 
much as the question has been settled in 
few jurisdictions, the author suggests 
a re-analysis of the matter on principle. 

Discussing four possible rules, he con- 
cludes that the best answer is this: The 
effect of illegality, with respect to both 
conditions precedent and subsequent, is 
to be regarded as a problem of construc- 
tion so as to give effect to the testator’s 
intent to the extent public policy allows. 
This rule, he believes, offers the greatest 
flexibility for disposition of cases with 
unforeseen ramifications, as well as in- 
suring compliance with testamentary 
wishes to the fullest possible extent. 


Federal Estate Tax — Transfers of 
Life Insurance in Contemplation of 
Death 


RALPH E. HUNT. Michigan Law Review, 

April. 

The tendency of recent Federal de- 
cisions indicates a broadening of the 
scope of Sec. 811 (c) with respect to the 
application of the contemplation of death 
provision to life insurance transfers. Par- 
ticularly vulnerable to attack are insur- 
ance trusts, funded as well as unfunded, 
especially where there is a power in the 
trustee to purchase assets from, or make 
loans to, the estate. 

The Treasury’s position seems to be 
that a transfer is taxable not only if 
made with intent that it shall serve as 
a substitute for a testamentary disposi- 
tion but also if it has that effect. Such 
an objective test makes a tax-free trans- 
fer of insurance almost impossible. The 
author suggests that this is a distortion 
of the leading case of U. S: v. Wells and 
runs counter to Congressional recogni- 
tion, through the pre-Jan. 10, 1941 rule, 
that all insurance transfers are not 
necessarily made in contemplation of 
death. 








Publicizing Trust Charges 
GILBERT T. STEPHENSON. The Trust Bul. 
letin, June. 


In this Study No. 12 in the Fourth 
Series of Studies in Trust Business, Mr, 
Stephenson reports the results of a sur- 


“vey of 233 institutions throughout the 


country on the question: “Do you pub. 
licize any of your trust charges in any 
way?” Of these, 90 replied in the af. 
firmative. The most common method of 
publicizing charges is pamphlets and 
leaflets, with newspaper advertisements 
in second place. The service most fre. 
quently “priced” was executor or admin- 
istrator, with trustee under living trust 
next (56) and trustee under will third 
(55). 

After classifying the reasons for and 
against publicizing trust charges, Mr. 
Stephenson suggests that this question 
is a matter of general, as distinct from 
departmental, trust policy, and there. 
fore, the responsibility for deciding the 
issue rests upon the management of the 
institution rather than the trust com- 
mittee or staff. 


A A A 


OTHER ARTICLES 


Escape from Spiegel, by Daniel M. 
Schuyler: Illinois Law Review, May- 
June. 

The Church and Spiegel cases: Sec. 
811(c) Gets a New Lease on Life; by 
Boris I. Bittker: Yale Law Journal, May. 

Deferred Compensation of Executives, 
by George R. Blodgett: The Controller, 
June. 


The Lawyer-Life Underwriter Team 
Pulling Together in Estate Planning, by 
Heman T. Powers: Journal of C.L.U.’s, 
June. (A synthesis of Mr. Powers’ phil- 
osophy as expressed in his columns in 
TRUSTS AND ESTATES.) 


Estate Planning—Our Youngest Pro 
fession, by Simon D. Weissman: Ibid. 
(Reprint of address reported in Jan. 1949 
T&E, p. 46.) 

Marital Deduction in Insurance Pro- 
gramming, by David Stock: Ibid. (Re 
print of address reported in this issue.) 

Life Insurance and Estate Planning, 
by John M. Zuber: Ibid. (Review of uses 
of insurance in planning estates.) 

Rights of Creditors of Beneficiary of 
Spendthrift Trust—New York Statutory 
Provisions: Brooklyn Law Review, April. 

Trustees for Sale of Land, by G. E. M. 
Jenkins: Journal of Institute of Bankers 
(London), June. 


The Conclusiveness of Decrees in the 
Orphans Court of Pennsylvania, by 
James M. Arensberg: Dickinson Law Re 
view, June. 

Conditional Wills and Wills With Cor- 
ditions in Pennsylvania, by A. J. White 
Hutton: Ibid. 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


INCOME TAX 


Investor’s payment of insurance prem- 


iums on sole proprietor’s life not deduct- 
ible. Taxpayer’s husband had been in 
partnership with his son. At his death, 
he held two policies on son’s life, amount- 
ing to $25,000. By virtue of an agreement 
entered into between father and son, 
deceased partner’s estate was required 
to leave not more than $85,000 in the 
business for a period not to exceed ten 
years. It was entitled to: interest on the 
amount left in the business, together with 
a fixed percentage of the net profits each 
year. 


For the purpose of protecting her lim- 


ited interest in the business, deceased 
partner’s widow continued to pay pre- 
miums on the $25,000 of insurance on 
son’s life. In 1940 and 1941, no deduc- 
tion was taken for premiums paid. But, 
when 1942 Act amended Code to provide 
for allowance of non-business deductions 
under Section 23(a) (2), widow brought 
suit for refund of part of income taxes 
paid in those years. 


HELD: Premiums not deductible; re- 


fund denied. Section 24(a) (4), which 
has been in the Code since 1924, specifical- 
ly denies a deduction for premiums paid 
by a taxpayer on any life insurance pol- 
icy covering the life of ... 
financially interested in any trade or 
business carried on by the taxpayer, 
when the taxpayer is directly or indi- 
rectly a beneficiary under such policy.” 
Meyer v. United States, C.C.A.-2, June 1. 


“any person 


Stock dividends not taxable to life 


tenants-grantors. Mother and seven chil- 
dren transferred stock of two corpora- 
tions in trust. Pro rata share of trust 
income was payable to each for life, 
then to their respective spouses, then to 
their issue, and finally to their heirs 


until termination of trust. Principal pur- 
pose of trust was to preserve family 
control of corporation. Trust instrument 
provided that stock dividends would be- 
come part of the corpus of trust. Taxable 
stock dividends received by trust were 
reported as trust income and tax paid 
thereon. Commissioner determined that 
taxable stock dividends constituted in- 
come to life tenants-grantors. 

HELD: Stock dividends part of corpus 
and taxable to trust. Commissioner’s ar- 
gument that grantors, individually, or 
aS a group, retained such important at- 


JuLy 1949 


tributes of ownership of property that 
they were owners of stock dividends in 
any event, is not tenable. May C. Goodan, 
12 T.C. No. 110, May 28. 


Trust income taxable to beneficiary 
until expressly renounced. Under will of 
taxpayer’s husband, who died in 1938, a 
residuary trust was established for bene- 
fit of his wife during her life and after 
her death, for benefit of his children and 
grandchildren. Trust estate was subject 
to following provision: “At the end of 
each year, my trustees shall pay to my 
wife all or any part of the net income 
of said trust estate that my wife may 
elect and any portion of said net in- 
come not drawn by my wife shall be 
added to the corpus of said trust estate.” 
Testator’s wife had never elected to take 
any part of said income from the time 
of his death when on June 20, 1945, she 
released and renounced all income be- 
queathed to her by the testator. For 
years 1943, 1944 and for that part of 
1945 prior to June 20, Commissioner de- 
termined that income was taxable to 
beneficiary. 


HELD: Income is taxable to bene- 
ficiary until expressly renounced. Until 
June 20, 1945, entire income from trust 
was subject to her absolute and unfet- 
tered command and was taxable to her 
whether she saw fit to enjoy it or not. 
The renunciation of the trust income, 
even if retroactive under state law, did 
not relieve the taxpayer of her income 
tax liability as to the income earned 
prior to June 20, 1945. Grant v. Comm., 
C.C.A.-5, June 3. 


Contributions to employees’ trust in 
form of promissory notes not deductible. 
Corporation created profit-sharing trust 
for exclusive benefit of its employees. In- 
strument stipulated it was to be a tax- 
exempt trust within meaning of Section 
165(a) of Code. Corporation, which was 
on accrual basis, delivered to the trusts 
its promissory notes, payable in one year. 
Notes were worth their face amount and 
were paid off in the next year. Corpora- 
tion took deduction in year in which notes 
were issued. Commissioner disallowed de- 
duction in that year, arguing that re- 
quisite contribution was not paid within 
60 days of an end of corporation’s taxable 
year. He allowed deduction for taxable 
year in which notes were paid. 


HELD: Deduction not allowed in year 


in which notes were issued. Fact that 
taxpayer was on an accrual basis did 
not justify its taking deduction for notes 
in year of issuance. Section 23(p) allows 
deductions for contributions to employ- 
ees’ trust only in year in which “paid,” 
since the words “paid or accrued” are 
not used. Logan Engineering Co. v. 
Comm., 12 T.C. No. 118, May 26. 


ESTATE TAX 


Renunciation of interest arising from 
power of appointment of no avail. At 
her death in 1937, decedent, a resident 
of Pennsylvania, was donee of a general 
power of appointment over property in 
trust created by her mother. Her will 
directed that her residuary estate, in- 
clusive of trust property, after payment 
of debts and specific bequests, would de- 
volve to her son. At time of decedent’s 
death, law of Pennsylvania was that a 
general bequest constituted an execution 
of a general power of appointment un- 
less a contrary intention specifically ap- 
peared from the will. Son renounced any 
interest which he might receive in the 
trust under his mother’s will and elect- 
ed to take under will of his grandmother, 
donor of the power. Commissioner disre- 
garded renunciation and included trust 
property in decedent’s estate. 

HELD: Appointive property is includ- 
ible in decedent’s estate by reason of ex- 
ercise of power of appointment. By di- 
recting that all her just debts be paid, 
and stating that residue and remainder 
of her estate should go to her son, de- 
cedent was deemed to have commingled 
appointive property with her separate 
estate. The power was, therefore, exer- 
cised in favor of her estate and son’s 
renunciation of power was of no effect. 
He had nothing which he could renounce 
insofar as corpus of the trust was con- 
cerned. (Exercise of general power of 
appointment would no longer be neces- 
sary to be taxable under 1942 amend- 
ments to Internal Revenue Code.) Bar- 
clay v. United States, C.C.A.-3, April 27. 


Property passing by exercise of gen- 
eral power of appointment includible in 
estate. Decedent died in 1941, resident of 
Pennsylvania. At her death, she possess- 
ed a general power of appointment over 
part of estate of her father. Will of 
father provided for gifts over in case 
decedent failed to exercise power. De- 
cedent exercised power but in such man- 
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ner as to cut off two of possible takers 
in default. Under Pennsylvania law, gifts 
in default of power of appointment are 
considered vested in the default takers 
subject to being divested by an effective 
exercise of power. This being so, execu- 
tor included value of only the difference 
between amount passing by exercise of 
power and amounts which appointees 
would have received as default takers in 
decedent’s estate. Commissioner included 
entire amount. 

HELD: Commissioner sustained. Al- 
though under state law appointees trace 
their title from donor of power and not 
donee, it was decedent’s directives, not 
her father’s, to which effect was given. 
In fact two default takers were divested 
of their estates, and new interests in 
property were brought into being which 
would not have existed or ripened into 
enjoyment at that time except for such 
exercise. Est. of Scott v. United States, 
U.S.D.C., E.D. Pa., May 2. 


Value attached to good will of part- 
nership interest. Decedent was owner of 
8/15 interest in partnership engaged in 
retail sale of tobacco products. Brother 
owned the remaining interest. Partner- 
ship agreement provided that, if decedent 
predeceased his brother, decedent’s 
daughter had right to purchase her un- 
cle’s interest at book value, without al- 
lowance for good will. If daughter failed 
to exercise option, then brother had op- 
tion to purchase decedent’s share. If 
neither exercised option, business was to 
be disposed of “as an entirety and going 
concern, taking into consideration under 
such circumstances, the good will that 
has been built up over the long period of 
years.” Estate reported decedent’s inter- 
est in partnership as $70,152. Commis- 
sioner added good will and determined 
value to be $107,265. 

HELD: Commissioner’s determination 
correct. A good will value attached to the 
business carried on by partnership and 
that good will existed at time of and im- 
mediately after decedent’s death. How- 
ever, value of good will was reduced to 
$9,600. Estate of Straus v. Comm., T.C. 
Memo., May 6. 


Insurance trusts, with control reserved, 
includible in insured’s estate. In 1930, 
decedent created two trusts, consisting of 
insurance policies on his life, for his 
wife and daughter, respectively. Origin- 
ally trusts were revocable, but by sup- 
plemental agreements they were made 
irrevocable. Trust agreement provided 
that income arising from property trans- 
ferred was to be applied to payment of 
premiums, or to such other purposes as 
the donor might direct. Donor also had 
right to exercise policy privileges. 

HELD: Reservation of control by don- 
or rendered trust property includible in 
gross estate, under recent Comm. v. 
Church decision. Est: of Rhodes v. Comm., 
C.C.A.-3, April 10. 


(Retention of a possibility of reverter 
under another trust in this case rendered 
it taxable in decedent’s estate under Es- 
tate of Spiegel v. Comm., without allow- 
ance of deduction for value of life es- 
tates.) 


Single premium annuity contracts in- 
cludible in gross estate. Prior to 1931, 
decedent and her younger sister pur- 
chased reciprocal and survivor annuity 
contracts. Specified annual payments 
were to be made until death of survivor. 
There was to be no participation in any 
distribution of surplus. Companies were 
not required to pay the unrecouped pur- 
chase price of contracts. Upon death of 
decedent in 1943, Commissioner held that 
annuities represented transfers intended 
to take effect at death and were, there- 
fore, includible in decedent’s estate at 
replacement cost at date of death. 

HELD: Reversionary interest acquired 
by sister is includible in decedent’s es- 
tate. Under decedent’s arrangement with 
insurance companies, transfer of her 
funds resulted in postponement of bene- 
fit accruing to her sister after decedent’s 
death. Thus it constituted a transfer, 
intended to take effect at death, of prop- 
erty of which decedent retained enjoy- 
ment during her lifetime. Estate of 
Pruyn v. Comm., 12 T.C. No. 100, May 12. 


Girt TAX 


Sale of stock to close corporation not 
a gift. Taxpayer and her husband origin- 
ally owned all common and preferred 
stock of corporation. In 1928 they gave 
haif their common stock to wife’s brothers 
to induce them to give up partnership 
business which they were conducting. 
Business was not very profitable until 
war years. In meantime, cumulative pre- 
ferred dividends aggregated $100 per 
share. Upon. suggestion of wife's 
brothers, taxpayers sold to corporation 
their preferred stock holdings, with rights 
to accumulated dividends, at $35 per 
share, so that brothers would receive div- 
idends on common stock if operation of 
the company proved profitable. Commis- 
sioner contended taxpayers had made 
gifts to common stockholders of differ- 
ence in value of preferred stock as de- 
termined by him, which was $134.84 per 
share, and $35, and levied a gift tax 
accordingly. 

HELD: There was no gift, hence no 
tax. Negotiations between taxpayers and 
holders of common stock only, were at 
arm’s length, and solely for business 
purposes. The transfers did not involve 
any donative intent. The two brothers 
had received offers from other sources 
which would have’ meant higher salaries 
than those received from corporation. 
Fulton v. Comm., T.C. Memo., May 10. 


Transfers to children made without 
consideration subject to gift tax. On 
August 10, 1935, taxpayer transferred 
to wife securities valued at $49,375, and 
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on August 26, 1935, entered into a formal 
separation settlement, pursuant to which 
he paid her $15,000 more. He also trans- 
ferred $97,980 to each of two trusts cre- 
ated for his son and daughter. Only the 
trust income was payable for children’s 
support during minority. Daughter died 
in 1940. In 1943 taxpayer, pursuant to 
decree for specific performance of con- 
tract, added property valued at $159,000 
to son’s trust. Gift tax was assessed on 
whole amount, less value of son’s right 
to receive income for support and main- 
tenance. 


HELD: Assessment correct. Where 
property is transferred for less than an 
adequate and full consideration in money 
or money’s worth, value in excess of such 
consideration is considered a gift. Here 
transfer was made pursuant to agree- 
ment made in 1935, under which tax- 
payer indicated his desire to add to trust 
for children sums in excess of those re- 
quired from him. This indicated a dona- 
tive intent with consideration lacking, 
rather than an arm’s length transaction. 
Hooker v. Comm., C.C.A.-5, May 30. 


Girt TAx 


Where trustee has discretionary power 
to distribute income, gift is one of fu- 
ture interest. In 1945, taxpayer sent his 
son a check for $3,000 to be placed in 
trust for use and benefit of his grand- 
son, until he reached 21, at which time 
the whole amount plus any income was 
to be paid to him. Taxpayer claimed an 
exclusion of $3,000 for gift to grandson. 
Commissioner determined that it was a 
gift of a future interest, for which no 
exclusion is allowable. 


HELD: Commissioner sustained. In 
order that donor may be entitled to 
$3,000 annual exclusion in making gifts, 
it is necessary that, in addition to a vest- 
ed right, donee must have right presently 
to use, possess and enjoy the property. 
Otherwise, it is a gift of a future inter- 
est. In trust involved here, there was no 
provision giving donee any present 
rights to a steady flow of corpus or in- 
come. Scarborough v. Comm., T.C. Memo., 
May 12. 


BUREAU RULINGS AND NEWS 


Power of appointment deadline ex- 
tended. Once again, Congress has extend- 
ed the time within which certain powers 
of appointment may be released free of 
estate and gift taxes. The grace period, 
which was to have expired July 1, 1949, 
was moved ahead one year when on 
June 28 the President signed House Joint 
Resolution 276. 


Alimony payments to former wife of 
decedent deductible. Chief Counsel’s Of- 
fice of Internal Revenue Bureau an- 
hounces acceptance of principles enun- 
ciated in Estate of Laughlin v. Comm., 
167 Fed. (2d) 828. In that case, husband 
and wife, upon being separated in 1924, 
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entered into property settlement agree- 
ment which was later incorporated into 
final decree of divorce. Agreement pro- 
vided that husband, or his estate, should 
pay wife $800 a month during life or 
until she remarried. Husband died in 
1932. In 1942, estate paid wife $9,600 in 
pursuance of agreement and claimed de- 
duction for that amount, to which hus- 
band, if living, would have been en- 
titled, under Section 23(u) of Code. Gov- 
ernment contended the deduction was not 
allowable. Court recognized that Section 
23(u) applies only during husband’s life- 
time but held that deduction was allow- 
able under Section 162(b), since under 
Section 171(a) wife was a beneficiary. 


It should be noted that amounts paid 
to decedent’s wife in this case were paid 
out of income of estate. Had amounts 
been paid out of corpus, it would seem 
that deduction could not have been al- 
lowed under either Section 23(u) or Sec- 
tion 162(b) of Code, since 23(u) applies 
only during husband’s lifetime and 
162(b) applies only if payments made 
to beneficiary are made out of income. 
G. C. M. 25,999. 


Contributions to oral pension trust not 
deductible. Because of fact that in many 
jurisdictions an oral agreement may be 
sufficient for establishment of valid trust, 
Commissioner of Internal Revenue has 
issued mimeograph pointing out such 
trusts cannot be recognized under Code 
section 165(a) (2) covering pension 
plans. 


First, there must be a valid trust in- 
strument recognized as such under law 
prevailing in jurisdiction to which trust is 
subject. Secondly, trust must be evidenced 
by “executed” instrument, and thirdly, 
instrument must definitely and affirma- 
tively preclude diversion of any part of 
corpus or income to purposes other than 
for exclusive benefit of the employees or 
their beneficiaries. Mim. 6394. 


Technical Changes Bill. On June 21, 
H.R. 5268 was introduced in Congress. 
It would make a number of technical 
changes in the Code, two of which af- 
fect trusts. The first would eliminate 
future taxes on employees for employer 
contributions to trusts for purchase of 
annuities, and treat previously taxed con- 
tributions as consideration from employ- 
ees, if made under agreements dated be- 
fore Oct. 21, 1942. The second would ex- 
empt from estate and gift taxes, re- 
linquishments prior to 1951 of powers 
over property in reciprocal trusts cre- 
ated prior to 1940. 


A A A 


Gross earnings of trust departments of 
Illinois state banks rose about 8% in 
1948 over the 1947 figure. The respective 
totals, according to the March Bulletin 
of Auditor of Public Accounts, Ben- 
jamin O. Cooper, were $5,023,742 and 
$4,687,580. 
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California 


A.B. 695: Amends Sec. 1126 of the 
Probate Code, relating to testamentary 
trusts. Upon death, resignation or fail- 
ure to act of a trustee of testamentary 
trust, Court having jurisdiction over 
the trust has power to declare a vacancy 
and appoint a trustee to fill the same, 
upon petition of anyone interested. 


A.B. 697: Amends Sec. 645 of the 
Probate Code, relating to the setting 
aside of estates without administration. 
Following provision for setting aside 
estates of $2,500 or less, adds the words 
“as of the date of such death,” to the 
valuation clause, and concludes by add- 
ing that no such estate may be assigned 
to a surviving spouse or minor child, 
having other estate of $5,000 in value, 
including property held in joint tenancy 
with the decedent. 


A.B. 703: Amends Sec. 1080 of the 
Probate Code, relating to procedure for 
determination of heirship, by striking 
out the words “but the estate is not in 
a condition to be closed,” following the 
period for presentation of claims, and 
adds “and a petition for final distribu- 
tion has not been filed.” Notice pro- 
visions are added to cover interested 
parties. 


A.B. 993: Amends Sec. 423 of the 
Probate Code, relating to the admini- 
stration of estates of decedents, by pro- 
viding that written request filed in court 
by a relative may entitle relative who 
resides in sister state or District of 
Columbia to administer the estate. 


S.B. 202: Amends Sec. 153a of the 
Probate Code, relating to powers and 
duties of guardians of estates. Where 
authority is given to compromise any 
claim against an estate, the words “or 
demand” are added, and includes suits 
brought “by” as well as against the 
guardian. 


S.B. 405: Adopts Uniform Act on 
Interstate Compromise of Death Taxes. 

S.B. 406: Adopts Uniform Act on 
Interstate Arbitration of Death Taxes. 

S.B. 380: Adds provision to Sec. 754, 
Probate Code, giving authority, upon 
sale of property of the estate, to include 
sale by the executor or administrator of 
the entire interest, or any lesser interest 
or estate therein. 

S.B. 1047: Amends Sec. 932 of the 
Probate Code, relating to the settlement 
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of accounts of a deceased or imcompe- 
tent executor. In the absence of such 
latter person, the court may compel the 
attorney for such deceased or incompe- 
tent executor or administrator to render 
an account ... to the extent that the 
attorney has information or records 
available to him for the purpose. 


S.B. 1048: Amends Sec. 1144, Pro- 
bate Code, relating to administration by 
the public administrator of estates of 
a value not exceeding $200. Application 
of any proceeds after burial and last 
illness expenses are to go to approved 
claims. 


Ch. 202: Authorizes fiduciary  in- 
vestment in shares and certificates of 
building and loan associations. 


Connecticut 


H.B. 489: Amends nominee _regis- 
tration statute to permit nominee to en- 
dorse either the certificate or a separ- 
ate power of attorney for transfer. 


H.B. 504: Simplifies proration of 
estate taxes by eliminating: proration of 
gift tax credit; proration where court 
finds burden of tax is borne by persons 
who are satisfied to bear it; and formal 
hearing where proration is satisfactory 
to all interested parties. 


H.B. 1759: Simplifies tax procedure 
arising out of ante-mortem transfers, 
by dispensing with: report of such 
transfers where estate does not exceed 
$10,000; inventory or appraisal where 
property is such as does not require 
appraisal, or is included in tax com- 
missioner’s computation; and formal 
hearing on computation if commissioner 
and fiduciary waive it. 


H.B. 1395: Removes Federal Estate 
Tax as deduction against succession tax 
and reduces by 1% the succession rates 
in estates over $75,000. 


H.B. 521: Amends Uniform Princi- 
pal and Income Act to remove limita- 
tion of its application to trusts estab- 
lished after July 1, 1939, the date of 
its passage. 

H.B. 526: Abolishes, with respect to 
distribution of income earned during 
settlement of estate, the requirement 
that the “net clear residue” be ascer- 
tained and that life income beneficiary 
of residuary trust receive income there- 
on. In lieu thereof, law gives immedi- 
ate income beneficiaries of residuary 






trust all net income earned during ad- 
ministration, with general legacies in 
trust carrying a portion of estate income 
proportionate to inventory values. 
S.B. 344: Authorizes guardians to in- 
vest in life insurance and annuities. 


Delaware 


H.B. 55: Forfeits widow’s dower if 
she is convicted of wrongfully killing 


her husband. 
Hawaii 


Act 242: Repeals community prop- 
erty law adopted in 1945, effective mid- 
night June 30, 1949. 


Idaho 


A common trust fund enabling statute 
has been enacted. 


Indiana 


H.B. 15: Authorizes personal repre- 
sentative of decedent to bring action for 
wrongful death within two years; limits 
damages to $15,000, to be distributed 
as personalty to widow and children or 
designated next-of-kin. 

H.B. 355: Establishes procedure for 
valuation of decedents’ estates for in- 
heritance tax purposes. 

S.B. 104: Amends act concerning re- 
lease of mortgages to empower designa- 
ted officers of trust companies to release 
mortgages, judgments or other liens by 
mere notation on the margin of the 
record or by written instrument. Also 
validates such releases heretofore made. 

S.B. 209: Prohibits creditors from 
bringing separate suits against execu- 
tors or administrators, and provides the 
manner of, and limitation on, filing 
claims against such estates. 


Maine 


Uniform Acts on Interstate (1) Arbi- 
tration and (2) Compromise of Death 
Taxes When Domicile is in Dispute, have 
been adopted. 


Minnesota 


H.B. 682: Provides for appointment 
of trustees, one of whom must be resi- 
dent of Minnesota, to wind up affairs 
of corporation under voluntary dissolu- 
tion proceedings. 

H.B. 1268: Imposes inheritance tax 
on proceeds of life and accident insur- 
ance policies, subject to certain specified 
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exemptions. Also provides that home- 
stead of decedent, and proceeds thereof 
if sold during administration, trans- 
ferred to the spouse or to any minor or 
dependent child of the decedent, shall be 
exempt to extent of $30,000 of appraised 
value. 

H.B. 1455: Provides that in probate 
of decedents’ estates statute of limita- 
tions shall not run against allowed 
claims while administration is pending, 
and that allowed claims shall bear in- 
terest at legal rate. 

H.B. 1590: Establishes the procedure 
whereby any person interested in prop- 
erty of one who has been dead intestate 
more than five years may file petition 
for the distribution of such estate. 

H.B. 1611: Establishes procedure for 
the probate of omitted or misdescribed 
property. 

S.B. 1451: Prohibits foreign corpo- 
rations from transacting within Minne- 
sota the business which only a bank, 
trust company or savings, building and 
loan association may transact in state. 

S.B. 1505: Provides that money and 
credits of trusts, estates, etc., of $1,000 
shall not be subject to tax imposed by 
Mason’s Minnesota Statutes of 1927, 
Sections 2337 to 2349, as amended. 


New Hampshire 


The Uniform Act on Interstate Arbi- 
tration of Death Taxes When Domicile 
is in Dispute has been adopted. 


Nebraska 


The Uniform Veterans Guardianship 
Act has been enacted. 
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Ohio 


H.B. 33: Amends a number of sec- 
tions of General Code relating to: resi- 
dence qualifications of fiduciaries; right 
of surviving spouse to purchase property 
at appraised value; certificates of trans- 
fer; unclaimed money and investment 
thereof; completion, alteration or can- 
cellation of written contract for sale of 
land; sale of fractional and undivided 
interest of decedent or ward in real 
estate; additional bond of executors, ad- 
ministrators and guardians before sale 


of land. 
Oklahoma 


Community property law enacted in 
1945 was repealed on June 2. 

S.B. 136: Adopts prudent man rule 
of trust investment, permits establish- 
ment of common trust funds, and au- 
thorizes trustees to retain original in- 
vestments. 

S.B. 138: Amends statute relating to 
creation of express trusts, to make it 
clear that measuring lives must be 
in being at the time of creation of trust, 
and adds proviso that statute applies 
to business trusts, not personal trusts. 

S.B. 139: Revises section originally 
making bond requirements for execu- 
tors applicable to trustees, to provide 
that trustee shall not be required to 
give bond unless instrument or court, in 
its discretion or on application or inter- 
ested party, requires it. 


Washington 


Ch. 11: Gives Probate Court power 
to set aside to minor children, where 
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there is no surviving spouse, property 
to value of $4,000 for care and support 
of such minors during minority, regard- 
less of disposition of the estate by will. 

Ch. 102: Limits property set over to 
surviving spouse, granting discretion to 
Court in certain cases. 

Ch. 140: Exempts certain property 
from taxes on gifts, bequests, devises 
and transfers, and provides certain de- 
ductions in computing taxes upon privi- 
lege of transferring property by gift. 

Ch. 218: Extends inheritance tax to 
certain interests, and extends period of 
limitations on payment of tax in cer- 
tain cases. 
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ACCOUNTING — Approval of Execu- 
tor’s Account by Niece Shortly 
After Attaining Majority is Binding 


New York—Surrogate’s Court—Westchester Co. 
Matter of Kirby, N. Y. L. J. July 5, 1949. 


The will gave one-third of the testator’s 
estate to the trustees of an inter vivos 
trust for the benefit of the testator’s 
granddaughter. One of the executors was 
the testator’s son, an attorney. He sent 
to the granddaughter (shortly after she 
attained 21 years) an accounting of the 
executors which disclosed his indebted- 
ness to the testator. The account did not 
include an income statement although 
there was an explanation for such omis- 
sion in a letter accompanying the ac- 
count. The granddaughter executed a 
formal consent approving the account. 

Some 20 years later she sought to re- 
pudiate the approval of the account by 
an application to compel the executors 
to account, alleging that the relationship 
between her and the accounting executors 
was confidential, that she had no legal 
training and was not represented by 
counsel. 


HELD: The approval of the account is 
binding on the petitioner. Informal ac- 
counts and releases of fiduciaries are 
favored in the absence of fraud, duress, 
or misrepresentation. Although there was 
a close family relationship there was no 
abuse of confidence. When she approved 
the account the petitioner had received 
a normal education, understood the mean- 
ing of the word “approval” and of the 
phrase “proceedings before a court,” per- 
sonally managed her financial affairs and 
was not living with the uncle whose ac- 
count she approved. 


CHARITIES — Authority to Executor 
to Name Charitable Beneficiaries 
Valid — What Heirs May Object 


California—Supreme Court 
Estate of Bunn, 33 A. C. 878 (May 27, 1949). 


Mrs. Bunn’s will specified that her res- 
idual estate should be “sold and given 


RECENT FIDUCIARY DECISIONS 


to a worthy charity selected by my exe- 
cutors.” In a proceeding to establish heir- 
ship, Superior Court held no valid char- 
itable trust was created and distribution 
was ordered to heirs. 


HELD: Reversed. (1) Bank executor 
has right to appeal as it is acting in this 
matter as trustee. 

(2) Valid charitable trust was cre- 
ated, the subject, purpose and bene- 
ficiary being sufficiently designated. 

(3) Collateral heirs may not raise 
question of partial invalidity of char- 
itable bequest under Probate Code Sec- 
tions 41 to 43. Section 41 limits charita- 
ble bequests to one-third of the estate 
where testator leaves a spouse, brother, 
sister, nephew, niece, descendant or an- 
cestor surviving, with certain qualifica- 
tions not material here. Section 43 pro- 
vides: 


“Nothing in this article contained shall apply 
to bequests or devises made by will executed at 
least six months prior to the death of a testa- 
tor who leaves no spouse, child, grandchild or 
parent, or when all of such heirs, by a writing 
executed at least six months prior to his death, 
shall have waived the restrictions.” 


Here, testatrix left a husband who sur- 
vived her only by a month and she left 
no other of the class of heirs mentioned 
in Section 43. Will was made more than 
six months prior to her death. Collateral 
heirs, not being members of the desig- 
nated class, could not invoke Section 43. 


NOTE: The case is regarded as one of 
first impression in California upon this 
point. Supreme Court’s decision re- 
verses decision of District Court of Ap- 
peal, 200 P. 2d 810, abstracted in Feb. 
1948 TRUSTS AND ESTATES 127. In a note 
to that abstract, the following comment 
was made, “Decision seems questionable 
and is not fully supported by Estate of 
Ralston, which is cited in its support. The 
Supreme Court’s decision removes the 
cloud cast upon this question by the Dis- 
trict Court of Appeal’s decision. 

Suppose the testator leaves a child who 
has children. The child waives the Sec- 
tion 41 restrictions. Can they be invoked 
by the grandchildren? This case indi- 
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cates pretty strongly that they cannot, as 
they are not within the class of heirs 
enumerated in Section 41, “who would 
otherwise, as aforesaid, have taken the 
excess over one-third.” 


CLarms — Award for Appropriation 
of Real Estate Held by Trustees 
Directed to be Deposited in Court 


New York—Court of Claims 
Bacorn v. People, 88 N. Y. S. (2d) 628. 


Real estate held by the two trustees of 
an inter vivos trust was appropriated 
by the State. One of the questions pre- 
sented was whether the trustees were 
the sole owners in fee and therefore en- 
titled to the money award for such tak- 
ing. The trust deed conveyed the real 
estate to the trustees “for the benefit of 
the heirs of ...., surviving at the 
death of the survivor of said trustees, 
and said trustees to have full charge of 
the property and as compensation for 
said services shall receive such part or 
all of the income during their joint and 
several lives as they may charge for their 
services out of said income and profits 
to the full extent of said income if they 
so desire... .” 


HELD: (1) One of the purposes for 
which express trusts of real estate may 
be created in New York is to receive 
rents and profits and apply them to the 
use of any person. The settlor intended 
that the two trustees were to receive the 
rents and profits and apply them to their 
own use during their respective lives. 
Therefore, the trust was valid. The trust 
is not invalid while both trustees are 
living despite the identity of trustees 
and cestuis, even though in the future 
one of the trustees would be solely en- 
titled to both possession and income in 
which event there would be questions as 
to the validity of the trust since every 
valid trust must have a trustee who is not 
the sole beneficiary. 

(2) The trust, in addition to the legal 
estate in the trustees, creates a legal 
estate in remainder in a class to be fixed 
at the death of the survivor of the trus- 
tees, and the trust does not give the 
trustees any power over the estate in 
remainder. R. P. L. Sec. 100, which de- 
clares that every valid trust vests the 
whole estate in the trustee, is limited 
to the trust estate and has no applica- 
tion to future legal estates to take ef- 
fect in possession on the termination of 
the trust. 

(3) The presumptive heirs “represent” 
those who will actually comprise the 
class of heirs entitled to distribution in 
the future. Therefore, the persons who 
will take as remaindermen are bound by 
the present judgment. Payment of the 
award may not, accordingly, be made to 
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the trustees as the sole owners in fee 
of the appropriated property. The award 
must be deposited in court (by payment 
to the State Comptroller) on behalf of 
the ultimate remaindermen. 


COMMON TRUST FUNDS — Jurisdic- 
tion and Notice Requirements of 
New York Law Held Constitutional 


New York—cCourt of Appeals 


Matter of Central Hanover Bank and Trust Co. 
Discretionary Common Trust Fund, decided 
June 2, 1949. 


The opinion of the Surrogate in this 
accounting proceeding, reported in Dec. 
1947 TRUSTS AND ESTATES 581, and af- 
firmed by the Appellate Division, has 
been unanimously affirmed without opin- 
jon by the Court of Appeals. The latter 
court had recently dismissed a prior ap- 
peal on technical grounds. 

In effect, the State’s highest court has 
ruled that the common trust fund statute 
properly confers upon the Surrogate’s 
Court jurisdiction over common trust 
funds consisting in part of inter vivos 
trusts, and that the provisions for giving 
notice to interested parties comply with 
the constitutional requirement of due 
process. It also decided that the Surro- 
gate did not err in entering an inter- 
mediate decree. 


DISTRIBUTION — Bequest to Heirs 
“Living at That Time” 


Pennsylvania—Supreme Court 
Love Estate, 362 Pa. 105. 


Testator gave his residuary estate, af- 
ter the death of the survivor of his wife 
and daughter, to “the heirs and legal 
representatives of my brother, James 
Love, and my sister, Emily B. Stone, 
living at that time.” The daughter sur- 
vived the widow and died without issue 
in 1948. At testator’s death, James was 
dead but survived by three children, and 
Emily was dead, survived by six chil- 
dren. At the daughter’s death, two of 
James’ children were living and one was 
dead without issue; five of Emily’s chil- 
dren were dead, one without issue and 
four with issue, which issue consisted of 
thirteen grandchildren and two great- 


grandchildren, the children of a deceased 
grandchild. The lower court awarded the 
residue to the heirs of James and Emily 
living at daughter’s death, per capita. 
The three surviving children of James 
and Emily, claiming the entire fund to 
the exclusion of the others, appealed. 


HELD: Affirmed. Although the general 
rule is that the heirs of a person who 
predeceases testator must be determined 
at the death of the testator, the testator 
still has the power to direct otherwise, 
and in this instance, he did by the words 
“living at that time.” The per capita dis- 
tribution was proper because the gift to 
the heirs of James and Emily was to a 
single class and also because of the rule 
that where legatees stand in the same 
degree of relationship to the testator, 
they take per capita and not per stirpes. 


DISTRIBUTION — Bequest to Sister 
Who Predeceased Testator Leaving 
No Issue Lapses and Does Not Pass 
to Surviving Sister as Sole Member 
of a Class 


Michigan—Supreme Court 
In re Brown’s Estate, 324 Mich. 264. 


Testator had two sisters living at the 
time of making his will in 1940, and he 
granted to them, using their individual 
names, the residue of his estate “each 
to share and share alike.” One of his sis- 
ters predeceased him, leaving no issue, 
and upon the death of the testator, the 
other sister claimed the entire residue of 
the estate, as the sole survivor of a class, 
to the exclusion of the children of other 
brothers and sisters of testator who died 
long prior to the date of his will. 


HELD: The surviving sister was not 
entitled to take the entire residue as the 
survivor of a class for, since the testator 
referred to the two beneficiaries by name, 
the gift should be regarded as a gift to 
individuals rather than one to a class. 
Further, the use of the phrase “each to 
share and share alike” is indicative of 
an intention to bequeath an individual 
gift and the fact that the testator made 
no provision in the event one of them did 
not survive him, indicates that he hoped 
that the two legatees would take the 
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residue personally as tenants in com- 
mon. Therefore, upon the death of the 
sister prior to that of the testator, her 
share of the residuary estate passed to 
the children of his other brothers and 
sisters. 


DISTRIBUTION — Lapsed Legacies 
Devolve to Residue Where Intent 
of Testatrix Not Clear 


New Jersey—Superior Court 
Hawley v. Trenton Banking Co., 65 Atl. (2d) 
84. 


Testatrix was survived by an adopted 
daughter who was her sole “heir at 
law.” Her will contained numerous spe- 
cific bequests. Several of the legatees 
(none of whom was within the classes 
of relatives or descendants specified in 
the statute) predeceases the testatrix. 


Paragraph Eighteenth provided: “I de- 
sire to die testate as to all my property. 
Therefore, if under any contingency not 
herein provided for there should at any 
time be no beneficiary sufficiently desig- 
nated to be capable of identification, as 
to any part of my estate, whether held 
in trust or not, such part shall go and be 
paid, discharged from all trusts what- 
soever, to my heirs at law, as such heirs 
shall be determined by the statutes of 
the State of New Jersey in force at the 
time of my decease.” 
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The adopted daughter sought construc- 
tion to determine if the lapsed legacies 
devolved to her, or whether they merged 
with the residuary estate, in which she 
shared as one of a number of beneficiar- 
ies. 

HELD: Unless a clear intent is indi- 
eated under the terms of the will or 
specific provision appears therein to the 
contrary, invalid, illegal and lapsed leg- 
acies devolve to the residue of the estate. 
A doubt existing as to the perceptible in- 
tent of the testatrix, the lapsed legacies 
constitute part of the residuary estate. 


DISTRIBUTION — National Bank May 

Receive Bequest 

Missouri—Supreme Court 

McMillan v. St. Louis Union Trust Co., 219 

S. W. (2d) 364. 

Testator created a residuary trust for 
the use of his widow during her life. Up- 
on her death, the corpus and undis- 
tributed income were to be paid over to 
the defendant national bank. Plaintiff 
brought this action individually and as 
co-trustee with one of defendants, to have 
the gifts to defendants declared void and 
paid over to plaintiff in her individual 
eapacity under the residuary clause of 
the will. Defendants’ motions to dismiss 
plaintiff’s petition for failure to state a 
claim upon which relief could be granted 
were sustained. 


HELD: Affirmed. Following In re 
Keene’s Estate, 152 Misc. 424, 273 N. Y. 
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Supp. 532, the only decided case dealing 
with the precise point, national banks 
have the capacity to take bequests of per- 
sonal property. The bequests in question 
were outright gifts to the banks and not 
within the rule that a testamentary trust 
for the benefit of a business corporation 
is invalid. Although there is no specific 
grant of power to take bequests contain- 
ed in the National Banking Act, national 
banks are subject to the laws of a state 
in respect of their affairs unless such 
laws interfere with the purpose of their 
creation, tend to impair or destroy their 
efficiency as federal agencies, or conflict 
with the paramount law of the United 
States. 


DISTRIBUTION — Personal Property 
Given to Mistress Passes to Her 
Heirs 


Louisiana—Court of Appeal 
Curry v. Collier, 37 So. (2d) 863. 


Defendant maintained Louise, the de- 
cedent, as his mistress for many years. 
During the course of their relationship, 
defendant gave Louise money, jewelry, 
and furniture. When Louise became in- 
competent, she was committed to an in- 
stitution for the feeble minded. Defendant 
entered the quarters he maintained for 
the decedent and withdrew money and 
jewelry. Shortly after her commitment, 
Louise died intestate. Thereafter, de- 
fendant withdrew furniture and other 
movables. 


Plaintiff, the decedent’s sister, was 
placed in possession of the decedent’s en- 
tire estate, as her heir at law in in- 
testacy. She sued to recover the property 
which defendant had removed from the 
decedent’s room. Defendant alleged that 
property supplied a mistress constituted 
a loan to decedent by defendant. The 
lower court held that properties supplied 
by a paramour to his mistress constitute 
gifts, and pass to the heirs at law of the 
mistress. 


HELD: Affirmed. Movable effects sup- 
plied to a mistress constitute gifts and 
belong to her. At the death of the mis- 
tress, her property is inherited by her 
heirs at law, in preference to the donor. 
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DISTRIBUTION — No Election Re- 
quired of Co-owner - Beneficiary 


Pennsylvania—Supreme Court 
Witmer v. Witmer, 362 Pa. 119. 


Testatrix had a life interest and a 
one-third interest in remainder in the 
farm on which she lived. Her nephews 
and nieces owned the other two-thirds. 
By her will and codicil, she directed that 
the farm, be sold and the proceeds paid 
to two nephews and gave her residuary 
estate to all of her nephews and nieces. 
The question presented was whether the 
nephews and nieces, other than the two 
who were given the proceeds of the 
farm, were put to an election between 
their interest in the farm and the gift 
to them under the will. The lower court 
held that there was no case for election 
and one of the two nephews appealed. 


HELD: Affirmed. A party will never 
be put to an election upon a doubtful 
construction. Where testator has a partial 
interest in the property devised or be- 
queathed, an election is always less ap- 
parent than where he has no interest in 
the property. Under the circumstances 
of this case, the will is fairly susceptible 
of the interpretation that a gift of the 
proceeds of testatrix’s interest in the 
farm was all that she intended to give 
to the two nephews. 


INVESTMENTS Self-Dealing — 
Trustee Surcharged — No Waiver 


Minnesota—Supreme Court 

In re Trust under Agreement with Percy S. 

Anneke, decided June 17, 1949. 

T had been a regular customer of the 
X bank and had purchased securities 
through its bond department. In 1925 T 
and X bank executed a trust agreement 
providing for benefits for T’s daughter 
and his grandchildren. The agreement 
gave the trustee broad powers of in- 
vestment and provided specifically, “The 
trustee, in case of an investment under 
the provisions hereof in securities held 
by it, shall be entitled to the regular com- 
mission or underwriting profits of its 
Bond Department on the sale of such 
securities in addition to the fee herein 
provided ***,” 
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T’s son had a broad power of attorney 
from his father authorizing him generally 
to handle his father’s affairs, but it did 
not specifically grant authority to him 
to represent his father or the beneficiar- 
ies in matters relating to the trust. 

During early years of the trust the 
trustee purchased, with money belonging 
to the trust, some securities owned by 
its bond department. They were pur- 
chased generally slightly below par and 
were sold to the trust at par, resulting in 
a profit to the bank. T’s son had approved 
these purchases. Objections to the ac- 
cunt were filed by the beneficiaries who 
contended that the securities purchased 
fom the bank’s own bond department 
were unauthorized and illegal invest- 
ments, and they asked that the trustee’s 
acount be surcharged with the losses 
resulting from the sale of those securities 
and with interest lost on the money 
s0 invested. The trial court surcharged 
the trustee’s account. 


HELD: Affirmed. The court recognized 
the general rule against self-dealing by 
atrustee, citing Saint Paul Trust Co. v. 
Strong, 81 Minn. 1, 5, 88 N.W. 256, 257. 
Inanswer to the trustee’s contention that 
the words “in securities held by it” indi- 
cated the granting of specific authority 
to the trustee to purchase from itself se- 
curities which it owned, the court held 
that these words did not authorize the 
purchase of securities owned by the trus- 
te. This was so even though T’s son by 
letter had requested the trustee to pur- 
chase certain securities “from” a wholly- 
owned affiliate of the X bank. The court 
refused to read into the instrument by 
implication a waiver of the rule against 
self-dealing. 


JURISDICTION — Court of Equity 
May Void Probate Court Decree 


Connecticut—-Supreme Court of Errors 
Miller v. McNamara, 135 Conn. 489. 


M executed a will in 1934 making be- 
quests to brothers and sisters, left the 
will in the custody of his attorney and 
died in 1936. His widow had no knowl- 
edge of the will, applied for administra- 


experience 
record 
facilities 


tion of his estate as intestate and the 
court ordered the distribution of the 
estate to her. In 1940 his attorney learn- 
ed of the death of M, and called the 
attention of the widow and the legatees 
to the existence of the will. 


The widow agreed to carry out the 
provisions of the will and signed a waiver 
of notice of an application for probate 
of the will. The probate court refused to 
receive the application on the ground that 
the estate had been administered and 
distributed. Thereafter the widow retain- 
ed the estate and did nothing. The plain- 
tiff, a sister of M, instituted this action 
to obtain a judgment to declare certain 
orders of the probate court null and void. 


HELD: The probate proceedings were 
based on a mistake and the plaintiff was 
entitled to relief in equity as a result 
of the mistake and was not guilty of neg- 
ligence in instituting the proceeding. Al- 
though the Connecticut statutes provide 
that decrees of courts of probate shall 
be conclusive and shall not be subject to 
collateral attack except for fraud, the 
plaintiff is entitled to relief in equity and 
the use of the decree in the administra- 
tion of the estate as intestate to defeat 
proceedings to probate a will later dis- 
covered, will be enjoined. 

The present action constitutes a direct 
attack upon the decrees of the probate 
court and is not within the provision 
of the statute that such decrees may not 
be subject to collateral attack, except for 
fraud. The plaintiff is not guilty of 
laches because the plaintiff did not learn 
of the existence of the will until 1940 
and the defendant was not prejudiced by 
the delay in instituting this action. 


LIFE TENANT & REMAINDERMAN — 
Apportionment of Proceeds of 
Shares Received on Reorganiza- 
tion 

Pennsylvania—Supreme Court 
King Estate, 361 Pa. 629. 


This testamentary trust originally held 
778 shares of the preferred and 483 
shares (after certain sales) of the com- 
mon stock of Jones & Laughlin. At testa- 
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tor’s death, the arrears on the preferred 
were $26.25 a share; in 1941, the arrears 
were $46.25 a share. In the latter year, 
the Company was reorganized and the 
trust received 778 new 5% preferred 
shares for the old preferred; 483 new no 
par common shares for old common; and 
1% shares of new common for each share 
of preferred, the latter being, in effect, 
compensation for the arrears on the old 
preferred. These 972 “arrearage” com- 
mon shares were sold three years later 
at $21.67 a share. 

An earlier decision (349 Pa. 27) de- 
cided that the reorganization did not 
change the assets or the financial situa- 
tion of the Company. The question pre- 
sented was the apportionment, if any, of 
the proceeds between income and prin- 
cipal under the Pennsylvania intact value 
rule which was in effect at the time of 
the reorganization. The lower Court 
awarded the entire proceeds to principal. 

HELD: Reversed. The exchange of the 
old and new preferred and the old and 
new common did not affect intact value, 
but the “arrearage” common did affect 
it, and to the extent intact value was im- 
paired, the proceeds should go to princi- 
pal and the balance to income. At the 
date of death, the book value of the 
common was $158.80 a share, or $76,700 
for the 483 shares; after the recapital- 
ization, it was $88.67 a share, or $42,827 
for 483 shares of the new common. 
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The Court did not, as the lower Court 
had done, make up this $34,000 deficiency 
by awarding that dollar amount of the 
proceeds of sale to principal, which would 
have consumed the entire proceeds; in- 
stead, it determined the number of 
shares which principal should hold at 
$88.67 a share (book value) to reach an 
intact value of $76,700, and gave to prin- 
cipal that part of the proceeds that the 
additional shares needed to restore prin- 
cipal bore to the total shares sold. Some 
382 shares were required to restore the 
intact value of the principal, so 382/972 
of the proceeds were awarded to princi- 
pal; that is, 382 shares at market value 
were awarded to principal. 


LIFE TENANT & REMAINDERMAN — 
Life Estate with Power to Consume 
— Security Not Required 


Missouri—Supreme Court, Div. No. 1 
Smith v. Smith, 220 S.W. (2d) 10. 


Testator died survived only by his wife 
and collateral kindred. By his will, he 
devised the residue of his estate, both 
real and personal, to his wife “to have 
and to hold the same during her natural 
life, with full power and authority to sell 
any part, or all of the real estate and 
execute a deed or deeds for same at any 
time during her life, if she thinks best 
to do so, and use them unrestricted for 
her own use and support.” 


The greater part of testator’s residuary 
estate consisted of cash, stocks and 
bonds. The wife was appointed executrix 
with an express direction that she should 
not be required to give bond. In a suit 
by testator’s collateral kindred and heirs 
at law to construe the will, the trial court 
entered a decree to the effect that testa- 
tor’s wife could consume the corpus of 
the residuary estate for her support, if 
necessary, and that she should not be 
required to give security for the protec- 
tion of the reversiorary interest in the 
residuary estate. 


HELD: Affirmed. Testator’s wife took 
only a life estate under the will. How- 
ever, testator intended to give her some- 
thing more than the income derived from 
the residue during her life when, in addi- 
tion to a power of sale, he gave her the 
power to “use them [the classes of prop- 
erty included in the residue] unrestricted 
for her own use and support.” This lan- 
guage, together with testator’s collateral 
relationship with his heirs at law, the 
fact that he did not dispose of the re- 
mainder interest in his residuary estate, 
and circumstances indicating confidence 
in his wife, sufficiently indicated the in- 
tention that his wife should be empow- 
ered to consume the corpus of the residu- 
ary estate for her support if necessary. 


Whether or not a life tenant of per- 
sonalty shall be required to give security 
to protect the interest of remaindermen 
lies in the sound discretion of a court of 
equity. Since testator did not expressly 


462 


require that his wife give security, since 
her welfare was his primary thought, and 
since he directed that his wife should not 
be required to give bond as executrix, it 
could reasonably be said that he mani- 
fested an intention that his wife should 
not be required to secure the corpus. It 
was not otherwise shown that there 
was a reasonable probability that the 
wife would squander, convert, or dispose 
of the residue or any part thereof with 
the purpose of defeating the interests of 
testator’s heirs at law. 


LIFE TENANT & REMAINDERMAN — 
Life Estate with Precatory Trust 


Nebraska—Supreme Court 
Tucker v. Myers’ Estate, 37 N. W. (2d) 585. 


The will devised property to the wife 
“in fee simple,” with the added clause: 
“It is my desire that my wife, in case 
there be no heirs of our bodies, make a 
will and bequeath the property I leave 
to her to my brothers and sisters living 
at the time of my death.” 


The wife predeceased testator. There 
were no heirs of the body. At testator’s 
death, his sister was the only survivor 
of the five brothers and sister living liv- 
ing when the will was made. 


HELD: Devise was of a life estate to 
wife with a precatory trust to appoint to 
testator’s brothers and sisters living at 
testator’s death. Devise did not lapse, 
because of the trust. Surviving sister 
succeeded to the property to the exclusion 
of children of testator’s deceased 
brothers. 


SPOUSE’s RIGHTS — Widow Permit- 
ted to Elect to Take Under Ante- 
Nuptial Agreement in Lieu of Will 
— Principal of Estate Chargeable 
to Fulfill Agreement 


Michigan—Supreme Court 
Detroit Trust Co. v. Corliss, 324 Mich. 702. 


Husband in an antenuptial agreement 
provided that wife, in consideration of 
her waiver of dower rights, should have, 
if he predeceased her, use of the home- 
stead during her lifetime, free of taxes, 
and an allowance of $5,000 per year 
during her lifetime to be paid from the 
interest and revenues of his estate, the 
husband agreeing to make said provision 
for her by will or to set aside in trust 
sufficient property to insure said allow- 
ance. 

Husband by his will made different 
provisions for his wife than in the ante- 
nuptial agreement, and bequeathed to 
her an annual income of $7,200 for her 
lifetime, payable from his estate, and the 
privilege of occupying the homestead for 
one year only. On bill by trust company 
for construction, it was 

HELD: Widow could legally elect to 
take against will and stand on the ante- 
nuptial agreement. The terms thereof 
took priority over all the bequests and 
devises in the will, encroachment on the 








principal of the husband’s estate being 
permitted, if necessary, to make up any 
deficiency in annual income to provide the 
allowance of $5,000 per year to the 
widow. 








LIFE TENANT & REMAINDERMAN — 
Principal and Income Act Uncon. 
stitutional Applied Retroactively 


Pennsylvania—Supreme Court 
Crawford Estate, decided June 24, 1949. 





The trustees of a testamentary trust 
established in 1935 received between 1945 
and 1947 stock dividends and rights to 
subscribe on stock held in the trust. The 
Uniform Principal and Income Act of 
1945 was in effect at the time of these 
receipts and by it the stock dividends and 
rights went to principal. The life tenant 
contended that the right to an appor. 
tionment which had previously existed 
under decisional law was a vested right 
which could not be affected by subsequent 
legislation, while the remainderman con- 
tended that the interest of the life ten- 
ant in undeclared stock dividends was 
contingent, inchoate, and a mere expect- 
ancy which the legislature could consti- 
tutionally modify or extinguish at any 
time. The lower court made the appor- 
tionment and remainderman appealed. 


HELD: Affirmed. A gift of income is 
a grant of a vested property interest 
which may not thereafter be qualified or 
extinguished by the legislature. This 
Court had the power at the inception of 
this trust to define and measure income, 
and in so doing it decided what cash and 
what property passed to a life tenant and 
at what time. Such income thus defined 
became a vested property interest. Once 
a property interest is held to be vested 
by this court, no subsequent Act of the 
legislature may divest it. The Act of 
1945 could not, therefore, be constitu 
tionally applied to trusts created before 
its date in respect to the ascertainment 
and distribution of accumulated corpor- 
ate earnings and profits. The cases deal- 
ing with apportionment of the proceeds 
of salvage operations have no application, 
since they do not establish vested prop 
erty interests, but merely determine tht 
equities in any given case in the admin § 
istration or liquidation of distressed trust 
assets. 

NOTE: Although repealed, the prog Ag 
visions in the Act of 1945 relating t§ Up 
stock dividends are re-enacted in The 
Principal & Income Act of 1947 (20 PS 
3470) and under the Statutory Construt 
tion Act (46 PS 582) the rights and liz 
bilities incurred under the 1945 Act art 
continued. 
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LivING TRusTs — Rules of Construc es 2 
tion Same as for Wills gma 
Age, a 

California—Supreme Court Xecrt 





Brock V. Hall, 33 A. C. 866 (May 26, 1949): Ba) 


Defendant Hall created a trust in 192 §Rtructe 
for the benefit of his two daughtersgpo,00( 
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being — yildred and Carolyn, then respectively 
p any [16 and 6 years old, to accumulate in- 
de the § come until daughters respectively attain- 
O the f ed age of 18, at which time each daugh- 

ter became entitled to half the income and 

at 35 she was to receive distribution of 
.N — B one-half of the trust property. If either 
ncon- f daughter died, the portion of the trust 
rely [property or the income “belonging to 


such deceased shall, if such deceased 
049, shall have married and leave issue, go 
to and vest in such issue, or if such de- 
ceased shall be married and leaving her 
surviving a husband but no issue, then 
one-half of her respective share of said 
trust property shall go to such surviving 
husband absolutely and discharged of 
these trusts and the remaining one-half 
.. . to the survivor of said Mildred 
Miriam Hall and Carolyn Mary Hall; or 
if either of the last mentioned persons 
shall die, never having married, then the 
share of such deceased in said trust 
property shall... go to and vest in the 
other of them surviving .. .” 
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Mildred reached 35 and received her 
share of the trust. Carolyn married, but 
her husband died and she thereafter died 
before reaching 35 leaving no children. 
In this suit by Mildred to recover the 
remaining half of the trust assets, de- 
fendant trustor contended that, there be- 
ing no express gift to Mildred if Carolyn 
died a widow and without issue, such a 
















“ gift cannot be raised by implication. 
tion off@ HELD: Judgment of dismissal on sus- 


taining demurrer reversed. The rule ap- 
plicable in case of wills relative to ascer- 
taining intention of maker applies also 
incase of inter vivos instruments. Gift 
may be implied in inter vivos trust under 
same circumstances that it would be im- 
plied in case of a will. The Court, three 
judges dissenting, found an implied gift 
in favor of one daughter if the other 
died a widow and without issue, although 
hat contingency was not explicity cov- 
ered in the instrument. 


NOTE: The principle applied by the 
Court can hardly be doubted. The ques- 
lication, tin is, What was the donor’s intent? 
d prop @°inions might differ as to whether in 
nine thefthe actual case there is a clearly implied 
admin- iit to the surviving daughter. 
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POUSE’S RIGHTS — Antenuptial 


he pre Agreement Limiting Estate Interest 
ating tf Upheld 

in e Pennsylvania—Supreme Court 

(20 P Emery Estate, 362 Pa. 142. 
onstrut . : 

and lis Decedent and his wife entered into an 


antenuptial agreement which recited he 
Was worth $1,100,000, and in which she 
acknowledged receipt of $50,000 in bonds 
ind securities in lieu of her rights as 
Widow. Decedent was then 70 years of 
‘ge, and she was 39. The agreement was 
‘Xecrted October 4th; they were married 
Uctober 17th; on October 18th, he in- 
ected his bank to transfer to her 
000 of United States Treasury bonds, 
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which transfer was not consummated 
until November 13th, and on October 
31st, decedent died. 


The widow refused to accept the bonds, 
and filed a petition to set apart her al- 
lowance as widow under the intestate 
laws. Decedent’s estate was valued at 
approximately $1,500,000. The widow 
contended that there had not been a 
full disclosure, her interest was dispro- 
portionate to ,the size of the estate, and 
the securities were not delivered to her 
prior to decedent’s death. The lower 
court dismissed the petition. 


HELD: Affirmed. For their validity, 
antenuptial contracts depend on a rea- 
sonable provision for the wife or a full 
disclosure of the husband’s worth. Here, 
the disclosure was sufficiently accurate 
to inform the widow that her husband- 
to-be was a man of large means. 


The test of the reasonableness of the 
provision for her is not the percentage 
of his estate he gave her, but whether 
the amount is sufficient to enable her to 
live comfortably after his death in sub- 
stantially the same way she lived prior 
to marriage. The widow had an income 
of $1500 as beauty shop operator and a 
net worth of $5,000, and her earning 
capacity is unimpaired. The $50,000 will, 
obviously, improve her previous financial 
condition. 


The fact that the bonds were not trans- 
ferred to her until later is immaterial 
in view of her acknowledgment of re- 
ceipt. Explanation of receipt by parol 
is not permitted where the issue is not 
payment but the existence of rights 
springing out of the contract. 


TAXATION — Estate & Inheritance — 
Purchase of Annuity from Charit- 
able Institution 


California—District Court of Appeal 
Estate of Hyde, 92 A.C.A. 6 (May 23, 1949). 


Mrs. Hyde, during her lifetime, trans- 
ferred to the Johns Hopkins University 
$20,000, the University agreeing to pay 
her an amount equal to 6% interest 
thereon during her life. After her death, 
the fund was to be used for medical re- 
search purposes. Additional transfers 
were made later to the University under 
similar terms, except that the annuity 
to be paid her was smaller. These trans- 
fers totaled $40,000. 


An agreement was entered into be- 
tween Mrs. Hyde and the University to 
the effect that the annuity payable to 
her would be equal to the net income 
received by the University on the fund 
as invested by it. The funds contributed 
to the University by Mrs. Hyde were not 
kept separate from other similar funds, 
but were added by it to a consolidated in- 
vestment account, a practice said to be 
followed by other universities. The in- 
come from the entire fund was pro- 
rated among the various donors. It was 


found that an annuity in a correspond- 
ing amount could have been purchased 
from an insurance company for consider- 
ably less than the amounts paid by Mrs. 
Hyde to Johns Hopkins. 


The question was whether the trans- 
fers were subject to inheritance taxes 
in Mrs. Hyde’s estate. Johns Hopkins, 
being located in Maryland, a non-recipro- 
cal state, did not receive the benefit of 
the charitable exemption. 


HELD: Order imposing inheritance 
tax affirmed. Transaction is substantially 
same as though Mrs. Hyde had trans- 
ferred funds, reserving full enjoyment 
for life, in which case it would be clearly 
taxable. 


NOTE: There is an extensive review of 
American decisions on taxability of trans- 
fers in consideration of payment of an 
“annuity.” Point of case is that the agree- 
ment was to pay the donor for life a 
sum approximating the income expected 
to be earned by the fund. 


WILLs — Construction — Devise on 
Condition as to Marriage of De- 
visee 


California—District Court of Appeal 


Estate of Horgan, 91 A.C.A. 729 (May 3, 
1949). 


Mrs. Horgan devised certain real prop- 
erty to her sister and niece, reserving 
for the use and benefit of her husband 
James “for the period of his natural 
life or until he shall remarry,” a certain 
apartment in the building. From a decree 
distributing the property in accordance 
with the provisions in the will the hus- 
band appeals, claiming that the condition 
regarding marriage was void and that 
he was given an unqualified life estate. 
This contention was based on Civil Code 
Section 710, which provides: “Conditions 
imposing restraints upon marriage, ex- 
cept upon the marriage of a minor, are 
void; but this does not affect limitations 
where the intent was not to forbid mar- 
riage, but only to give the use until mar- 
riage.” 


HELD: Decree affirmed. The devise 
was valid under Section 710. The court 
quotes from 10 California Jurisprudence, 
section 6, pages 603-04, as follows: 

“*#* For example, in case of a testamentary 
disposition of property to one on condition he 
remains unmarried, the intent of the testator 
is that the language shall constitute a condition 
subsequent terminating the estate in fee and 
vesting it in others on his marriage. Such a 
condition is void as in restraint of marriage. 
On the other hand, a devise cf property to one 
so long as he remains unmarried is a limita- 
tion and valid.” 


NOTE: The decision seems clearly cor- 
rect, but the distinction made in the 
above quoted excerpt from California 
Jurisprudence seems to be a distinction 
without much difference. The distinction 
seems to place undue emphasis upon the 
mere form of language used in creating 
the limitation. ‘ 
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WILLs — Probate — Issue of Com- 
petency Must Be Framed in Due 
Time 

United States—Court of Appeals, 


District of Columbia 
Lanston v. Schwartz, 174 F. (2d) 31. 


Appellant filed a caveat to probate of 
will. No issue as to the competency of 
the decedent to make a will was raised 
by the caveator. Court directed a verdict 
sustaining the will on the issues framed 
and the will was admitted to probate. 
Court made no finding on the issue of 
competency. 


Caveator appealed on the ground that 
the court erred in refusing to rule that 
proponent of the will must offer proof of 
competency. The contention was based on 
a statute which provides that if the court 
is of the opinion that the testator was 
competent to execute the will and no 
caveat shall be filed, the court shall ad- 
mit the will to probate. 


HELD: Affirmed: A caveator cannot 
raise on appeal an issue which he failed 
to propose as an issue to be tried in a 
caveat proceeding. Under the pertinent 
statutes any person in interest may con- 
test the probate before the will is admit- 
ted to probate and after the decree of 
probate. 


In the case at bar the caveator could 
either have amended the order framing 
the issues so as to include the issue of 
incompetency or she could have filed an- 
other caveat upon showing reasonable 
cause for not including the issue earlier. 
Here the caveator failed to frame an 
issue as to competency in her initial ap- 
plication, failed to amend the order 
framing issues and failed to file another 
caveat, and she cannot now be heard 
to contest the decree of the lower court 
upon the issue of competency. 


WILLs — Probate — Validity of Olo- 
graphic Will Written Partially in 
Pencil, Partially in Ink 


Louisiana—Supreme Court 
Succession of Smart, 36 So. (2d) 639. 


Petitioners opposed the probate of 
testator’s olographic will on the ground 
that it was written partly in ink, partly 
in pencil. They urged that the portion 
of the will written in pencil be disregard- 
ed and the bequests contained therein be 
ruled null and void. The fact that the 
will was wholly written, dated, and signed 
in the handwriting of the testator was 
undisputed. The lower court admitted the 
will to probate. 


HELD: Affirmed. Article 1588 of the 
Louisiana Civil Code requires only that 
an olographic will be “entirely written, 
dated and signed by the hand of the 
testator.” Under this article, Louisiana 
courts have held valid an olographic will 
which was not written in its entirety on 
the same date and in the same ink. Also, 
testaments written wholly in pencil have 
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been held valid. In the instant case, the 
Court specifically extended these rules to 
hold valid an olographic will written par- 
tially in pencil, partially in ink. 


WILLs — Probate — Uncancelled 
Portions Probatable 


Pennsylvania—Supreme Court 
Sando Will, 362 Pa. 1. 


The paper offered as the will of the 
decedent, for many years President Judge 
of the Orphans’ Court of Lackawanna 
County, contained the usual preamble 
revoking prior wills, a direction to pay 
debts and funeral expenses, a residuary 
clause giving his estate to his two sons 
and a granddaughter in equal shares, 
and appointed one son and another per- 
son as executors, with power of sale. It 
was dated March 19, 1935, and signed 
without subscribing witnesses. The res- 
iduary clause and power of sale were 
stricken out in pencil, and the son’s 
name was stricken as executor and the 
wife’s name written in. The codicil was 
dated June 21, 1944 and was signed be- 
fore subscribing witnesses. The preamble 
reciting that it was a codicil to the will 


of March 19, 1935 was stricken out. It 
gave legacies of $2500 each to three re. 
ligious charities. 

These papers were found in an envel- 
ope which also contained three unsigned 
memoranda in decedent’s handwriting at- 
tached to the will and codicil by a move. 
able paper clip. Subsequent to the codicil, 
the decedent married again and it was 
this wife’s name that was substituted as 
a co-executor in the will. The Register 
refused to probate any of the papers, but 
the lower court reversed. The sons ap- 
pealed. 


HELD: Affirmed. As the decedent had 
custody, the cancellations are presumed 
to be his act. The uncancelled portion re- 
vokes other wills, directs payment of 
debts and appoints executors. The ap- 
pointment of an executor alone is a will 
and, hence, the uncancelled part of the 
will being complete in itself, is probat- 
able as decedent’s will. The same is true 
of the codicil but the unsigned memo- 
randa are not connected in their internal 
sense and not fastened to the will except 
by moveable non-mutilating paper clips 
and are, therefore, not part of the will. 
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